
March 30,2007 

MAR 3 0 2007 
PO Box 14241 
2001 Mercer Road 
Lexington, KY 40512-4241 

Ms. Beth O'Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
P. 0. Box 6 15 
Frankfort, KY 40602 

R.e: Case No. 2000-129 

Dear Ms. O'Doiulell: 

As part of the Order issued by the Commission in the above referenced case, Columbia 
Gas of Kentucky was required to file certain information on March 3 1, 2007. Please find 
the information enclosed. 

Sincerely, 

Director, Regulatory Policy 

cc: Anita Mitchell 



BEFORE THE PUBLIC-SERVICE COMMISSION OF KENTUCKY 
CASE NO. 2000-129 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

Pursuant to the Commission’s authorization in Case No. 2002-00145, Columbia is 
no longer required to separately file the following reporting items that are 
duplicated by the SEC filings attached hereto. 

From the Order  a t  page A-6 

CKY to file annual NiSource report to stockholders. 

Response: 

This information is duplicated by NiSource’s h u a l  Report to Shareholders on Fonn 10- 
K.  

From the Order  at page B-5 

A report containing the same information as contained in the SEC’s Form U-3A-2 for 
C o luin b i a Energy. 

Response: 

This is duplicated by the Annual Report of Columbia Energy Group on Form U5S. The 
SEC has agreed that NiSourceKolumbia Energy can file a single document after the 
10K’s are filed that is both a U5S and U5B - a combined aimial report. That report is 
expected to be filed in April and will be provided when available. 

From the Order  at page B-5 

Annual financial statements of CEG and NiSource, including consolidating adjustments 
of CEG, NiSomce and its subsidiaries, with a brief explanation of each acijustinent and all 
periodic reports filed with the SEC. 

Response: 



This information is duplicated by NiSource’s and Columbia’s Aimual Reports on Form 
10-K, Quarterly Reports on Form l0Q and Current Reports on Form 8-IC (if any). As of 
1/9/06 separate CEG reports are no longer required by the SEC. 

From the Order at page B-5 

A detailed organization chart as of the end of the calendar year showing all subsidiaries 
referenced in the SEC U-3A-2 filing. 

Response: 

This information is duplicated by Exhibit H to the NiSource and Columbia Energy Group 
Annual Reports on Form U5S. Form U5S has not yet been completed or filed with the 
SEC. Columbia will file a copy with the Commission when it is available. 

From the Order at page B-5, Item 3: 

A general description of the nature of intercompany transactions, with specific 
identification of major transactions, and a detailed description of the basis upon which 
cost allocations and transfer pricing have been established. Included will be the cost 
allocation factors in use including a discussion of the methods used to update or revise 
any cost allocation factors that have been updated or revised. 

Response: 

This infoilriation is duplicated by the NiSomce Corporate Services’ Annual Report on 
Form U-13-60 which shows charges and methods of allocation. Other intercompany 
transactions are duplicated in NiSource’s Annual Report Form USS. For interconipaiiy 
transactions relating to the Rule 58 subsidiaries, information is available in NiSource’s 
report on Form U9C3. 

Form TJ-13-60 has not yet been completed or filed with the SEC. Columbia will file a 
copy with the Commission when it is available. 
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OMB Number 3235-0167 
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Estimated average burden 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 15 

CERTIFICATION AND NOTICE OF TERMINATION OF REGISTRATION UNDER SECTION 12(g) OF THE SECURITIES 
EXCHANGE ACT OF 1934 OR SIJSPENSION OF DUTY TO FILE REPORTS UNDER SECTIONS 13 AND 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934. 

Commission File Number: 001-01098 

Coluinbia Energy Group 

(Exact name of registrant as specified in its charter) 

801 East 86 th Avenue 
Merrillville, Indiana 464 10 

(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices) 

7.05% Series D due November 28, 2007 
7.32% Series E due November 28, 2010 

7.42% Series F due November 28, 20 15 
7.62% Series G due November 28, 202.5 

(Title of each class of securities covered by this Form) 

None 

(Titles of all other classes of securities for which a duty to file reports under section 13(a) or lS(d) ieniains) 

Please place an X in the box(es) to designate the appropriate rule provision(s) relied upon to terminate or suspend the duty to file reports: 

Rule 12g-4(a)(l)(i) !XI Rule 12h-3(b)( l)(i) !XI 
Rule 12g-4(a)( l)(ii) El Rule 12h-3(b)( l)(ii) a 
Rule 12g-4(a)(2)(i) a Rule 1217-3(b)(2)(i) a 
Rule 12g-4(a)(2)(ii) a Rule 1217-3(b)( 2)( ii) a 

Rule 15d-6 a 
Approximate number of holders of record as of the certification or notice date: None 

Pursuant to the requirements of the Securities Exchange Act of 1934, Colunibia Energy Group, a Delaware corporation, has caused this 
cei-tificatioidnotice to be signed on its behalf by the undersigned duly authorized person. 

COLUMBIA ENERGY GROUP 
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Name: Jeffiey W Giossman 
Title Vice President and Conhollei 

(Piincipal Accounting Officer) 

Instruction: This form is required by Rules 12g-4, 12h-3 and 15d-6 of the General Rules and Regulations under the Securities Exchange Act of 
1934. The registrant shall file with the Commission three copies of Form 15, one of which shall be manually signed, It may be signed by an 
officer of the registrant, by counsel or by any other duly authorized person. The name and title of the person signing the foini shall be typed 01 

printed under the signature. 

Persons who respond to the collection of information contained in this form are not required to respond 
unless the form displays a currently valid OMB control number. SEC 2069 (12-04) 

End of Filing 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

F O M  10-K 
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31,2006 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 001-16189 

NiSource Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 35-2 108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No,) 

801 East 86th Avenue 
Merrillville, Iiidiana 46410 

(Address of principal executive offices) (Zip Code) 

CU2)A47:5990 
(Registrant’s telephone number, including area code) 

Securities registered pursuant to Section 12(b) of the Act: 

Title of each class Name of each exchange on which registered 
Common Stock New York 

Securities registered pursuant to Section 12(g) of the Act: None 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes El No 13 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes  17 No 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act 
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 
Yesm No13 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be 
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part I11 of this Form 
10-K or any amendment to this Forrn 10-K. El 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. 
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Large accelerated filer Fl Accelerated filer 0 Non-accelerated filer 0 

Indicate by check maik whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes 

The aggregate market value of Common Stock (based upon the June 30,2006, closing price of $21.84 on the New Yolk Stock Exchange) held 
by non-affiliates was approximately $5,868,189,471. 

There were 273,852,407 shares of Common Stock, $0.01 Par Value outstanding as of January 31, 2007 

No El 

Documents Incorporated by Reference 

Part I11 of this report incorporates by reference specific portions of the Registrant’s Notice of Annual Meeting and Proxy Statement relating to 
the Annual Meeting of Stockholders to be held on May 8, 2007. 
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DEFINED TERMS 

The following is a list of frequently used abbreviations or acronyms that are found in this report: 

NiSotiice Subsidiaries and Affiliates I- 

Bay State 
Capital Markets 
CER 
CNR 
Columbia 
Columbia Atlantic Trading 
Columbia Energy Services 
Columbia Gulf 
Colunibia of Kentucky 
Columbia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Columbia of Virginia 
Colunibia Transmission 
CORC 
Crossroads Pipeline 
Granite State Gas 
Hardy Storage 
IWC 
Koltomo Gas 
Lake Erie L,and 
Millennium 
NiSource 
NiSource Corporate Services 
NiSource Development Company 
NiSource Finance 
NDC Douglas Properties 
Northein Indiana 
Northern Indiana Fuel and Light 
Northein LJtilities 
NRC 
PEI 
Primary Energy 
TPC 
Transcom 
Whiting Clean Energy 
Whiting L,easing 

Abbi eviations 
AFUDC 
Amendment IV 
APB No. 25 

A W  
BBA 
Bcf 
Board 
BP 
CAIR 
CAMR 
CERCL,A 

Bay State Gas Company 
NiSource Capital Marlcets, Inc. 
Columbia Energy Resources, Inc. 
Columbia Natural Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Colunibia Energy Services Corporation 
Columbia Gulf Transmission Company 
Columbia Gas of Kentucky, Inc. 
Columbia Gas of Maryland, Inc. 
Colunibia Gas of Ohio, Inc. 
Columbia Gas of Pennsylvania, Inc. 
Columbia Gas of Virginia, Inc. 
Columbia Gas Transmission Corporation 
Colunibia of Ohio Receivables Corporation 
Crossroads Pipeline Company 
Granite State Gas Transmission, Inc. 
Hardy Storage Company, L.L.C. 
Indianapolis Water Company 
Kokorno Gas and Fuel Company 
Lake Erie Land Conipany 
Millennium Pipeline Compaiiy, L.P. 
NiSource Inc. 
NiSource Corporate Services Company 
NiSource Development Company, Inc. 
NiSource Finance Corp. 
NDC Douglas Properties, Inc. 
Northein Indiana Public Service Company 
Northern Indiana Fuel and Light Conipany 
Northem Utilities, Inc. 
NIPSCO Receivables Corporation 
PEI Holdings, Inc. 
Primaiy Energy, Inc. 
EnergylJSA-TPC C o p  
Columbia Transmission Conmunications Corporation 
Whiting Clean Energy, Inc. 
Whiting Leasing LLC 

Allowance for funds used during construction 
Definitive agreement executed between Whiting Clean Energy and BP 
Accounting Principles Board Opinion No. 25, “Accounting for Stock 
Issued to Employees” 
Alternative Regulatory Plan 
British Banker Association 
Billion cubic feet 
Board of Directors 
BP Anioco p.1.c. 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Comprehensive Environmental Response Compensation and Liability Act 
(Also known as Superfund) 
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DEFINED TERMS (continued) 

DOT 
Dth 
ECR 
ECRM 
ECT 
EER 
EERM 
EITF NO. 02-03 

Empire 
EPA 
EP S 
ESA 
FAC 
FASB 
FERC 
FIN 46R 

FIN 47 

FIN 48 

FTRs 
GCIM 
General Electric 
gwh 
lip 
IBM 
IDEM 
INGAA 
IRS 
IURC 
L,DCs 
LJBOR 
L,IFO 
Mahonia 
Mcf 
MGP 
MIS0 
Mitchell Station 
MMDtli 
mw 
NAAQS 
NEPA 
NOV 
NOx 
NPDES 
NYMEX 
OPEB 
OUCC 
PBR 
PCB 
Piedmont 
PPS 
Private Power 
PIJCO 

United States Depaitment of Transportation 
Dekatherm 
Environmental Cost Recovery 
Environmental Cost Recovery Mechanism 
Environmental cost tracker 
Environmental Expense Recovery 
Environmental Expense Recovery Mechanism 
Emerging Issues Task Force Issue No. 02-03, “Issues Involved in 
Accounting for Derivative Contracts Held for Trading Purposes and 
Contracts Involved in Energy Trading and Risk Management Activities” 
Empire State Pipeline 
United States Environmental Protection Agency 
Earnings per share 
Energy Sales Agreenient 
Fuel adjustment clause 
Finaiicial Accounting Standards Board 
Federal Energy Regulatory Commission 
FASB Interpretation No. 46, “Consolidation of Variable Interest Entities 
(revised December 2003)-an interpretation of ARB No. 5 1” 
FASB Interpretation No. 47, “Accounting for Conditional Asset 
Retirement Obligations” 
FASB Interpretation No. 48, “Accounting for LJncertainty in Income 
Taxes” 
Financial Transmission Rights 
Gas Cost Incentive Mechanism 
General Electric International, Inc. 
Gigawatt hours 
Horsepower 
International Business Machines Corp. 
Indiana Department of Environmental Management 
Interstate Natural Gas Association of America 
Internal Revenue Service 
Indiana IJtility Regulatoiy Commission 
Local distribution companies 
L.ondon InterBank Offered Rate 
Last-in, first-out 
Mahonia I1 Limited 
Thousand cubic feet 
Manufactured gas plant 
Midwest Independent Transmission System Operator 
Dean H. Mitchell Coal Fired Generating Station 
Million dekathernis 
Megawatts 
National Ambient Air Quality Standards 
National Environmental Policy Act 
Notice of Violation 
Nitrogen oxide 
National Pollutant Discharge Elimination System 
New York Mercantile Exchange 
Other Post-Employment Benefits 
Indiana Office of {Jtility Consumer Counselor 
Performance based rate-making methodology 
Polychlorinated biphenyls 
Piedmont Natural Gas Company, Inc. 
Price Protection Service 
Private Power, LLC 
Public Utilities Commission of Ohio 
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DEFINED TEI$MS Lcontinued) 

RCRA 
SAB No. 92 

SAB No. 108 

SEC 
SFAS No. 5 

SFAS No. 71 

SFAS No. 87 

SFAS No. 88 

SFAS No. 101 

SFAS No. 106 

SFAS No. 123 

SFAS No. 123R 

SFAS No. 133 

SFAS No. 140 

SFAS No. 142 

SFASNo 143 

SFAS No. 144 

SFAS No. 1.54 

SFAS No. 157 

SFAS No. 158 

SIP 
so2 
SOP 96-1 
SOP 98-1 

Tcf 
Triana 
VaR 
VSCC 

Resource Conservation and Recoveiy Act 
Staff Accounting Bulletin No. 92, “Accounting and Disclosures Relating 
to Loss Contingencies” 
Staff Accounting Bulletin No. 108, “Considering the Effects of Prioi Year 
Misstatements When Quantifying Misstatements in Current Year 
Financial Statements” 
Securities and Exchange Commission 
Statement of Financial Accounting Standards No. 5, “Accounting for 
Contingencies” 
Statement of Financial Accounting Standards No. 7 1, “Accounting for the 
Effects of Certain Types of Regulation” 
Statement of Financial Accounting Standards No. 87, “Employers’ 
Accounting for Pensions” 
Statenient of Financial Accounting Standards No. 88, “Employers’ 
Accounting for Settlements and Curtailments of Defined Benefit Pension 
Plans and for Teiiiiinatioii Benefits” 
Statement of Financial Accounting Standards 101, “Regulated Enterprises 
- Accounting for the Discontinuation of Application of Financial 
Accounting Standards Board Statement No. 7 1” 
Statenient of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits Other than Pensions” 
Statement of Financial Accounting Standards No. 123, “Share-Based 
Payment” 
Statement of Financial Accounting Standards No. 123R, “Share-Based 
Payment” 
Statement of Financial Accounting Standards No. 133, “Accounting for 
Derivative Instruments and Hedging Activities,” as amended 
Statement of Financial Accounting Standards No. 140, “Accounting for 
Transfers and Servicing of Financial Asset and Extinguishments of 
Liabilities” 
Statement of Financial Accounting Standards No. 142, “Goodwill and 
Other Intangible Assets” 
Statement of Financial Accounting Standards No. 143, “Accounting for 
Asset Retirement Obligations” 
Statement of Financial Accounting Standards No. 144, “Accounting for 
the Inipairnient or Disposal of Long-Lived Assets” 
Statement of Financial Accounting Standards No. 154, “Accounting 
Changes and Error Corrections” 
Statement of Financial Accounting Standards No. 1.57, “Fair Value 
Measurement” 
Statement of Financial Accounting Standards No. 158, “Employers’ 
Accounting for Defined Benefit Pension and Other Postretirement Plans” 
State Implementation Plan 
Sulfur dioxide 
Statement of Position 96-1, “Environmental Remediation Liabilities” 
Statement of Position 98- I ,  “Accounting foi, the Costs of Computer 
Software Developed or Obtained for Internal Use” 
Trillion cubic feet 
Triana Energy Holdings, Iric. 
Value-at-risk and instrument sensitivity to marlcet factors 
Commonwealth of Virginia State Corporation Commission 
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PART I 

ITEM 1. BUSDE$S 

NISOURCE INC. 

NiSource is an energy holding company whose subsidiaries provide natural gas, electricity and other products and services to appioxiniately 
3.8 million customers located within a corridor that runs from the Gulf Coast through the Midwest to New England. NiSource is the successor 
to an Indiana corporation organized in 1987 under the name of NIPSCO Industries, Inc., which changed its name to NiSource Inc. on April 14, 
1999. In connection with the acquisition of Columbia on November 1, 2000, NiSource became a Delaware corporation registered under the 
Public Utility Holding Company Act of 193.5. Effective February 8, 2006, the Public Utility Holding Company Act of 193.5 was repealed. 
NiSource is now a holding company under the Public IJtility Holding Company Act of2005. 

NiSource is the largest natural gas distribution company operating east of the Rocky Mountains, as measured by number of customers. 
NiSource’s principal subsidiaries include Columbia, a vertically-integrated natural gas distribution, transmission and storage holding company 
whose subsidiaries provide service to customers in the Midwest, the Mid-Atlantic and the Northeast; Northern Indiana, a vertically-integrated 
gas and electric company providing service to customers in northern Indiana; and Bay State, a natural gas distribution company serving 
customers in New England. NiSource derives substantially all of its revenues and earnings from the operating results of its 15 direct 
subsidiaries. 

NiSource’s business segments are: Gas Distribution Operations; Gas Transmission and Storage Operations; Electric Operations; and Othei, 
Operations. 

Gas.Dist?ibutioq QEeJatkns 
NiSource’s natural gas distribution operations serve more than 3.3 million customers in nine states and operate approximately 58 thousand 
miles of pipeline. Through its wholly owned subsidiary, Columbia, NiSource owns five distribution subsidiaries that provide natural gas to 
approximately 2.2 inillion residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, ICentucky and Maryland. NiSource 
also distributes natural gas to approximately 792 thousand customers in northern Indiana through three subsidiaries: Northern Indiana, Kokoino 
Gas and Northem Indiana Fuel and Light. Additionally, NiSource’s subsidiaries Bay State and Norfhern IJtilities distribute nabiral gas to 
approximately 340 thousand customers in Massachusetts, Maine and New Hampshire. 

Gas Transmission and Storage Operations 
NiSource’s Gas Transmission and Storage Operations subsidiaries own and operate approximately 16 thousand miles of interstate pipelines and 
operate one of the nation’s largest underground natural gas storage systems capable of storing approximately 637 Bcf of natural gas. Through 
its subsidiaries, Columbia Transmission, Columbia Gulf, Crossroads Pipeline and Granite State Gas, NiSource owns and operates an interstate 
pipeline network extending from offshore in the Gulf of Mexico to Lake Erie, New York and the eastern seaboard. Together, these companies 
serve customers in 19 northeastein, mid-Atlantic, midwesteni and southern states and the District of Columbia. The Gas Transmission and 
Storage Operations subsidiaries are engaged in several projects that will expand their facilities and throughput. The largest such project is the 
Millennium Pipeline, which received FERC approval in December 2006. The reconfigured project will begin at an interconnect with Empire, 
an existing pipeline that originates at the Canadian border and extends easterly towards Syracuse, New York. Empire will consbuct a lateral 
pipeline southward to connect with Millennium near Corning, New York. Millennium will extend eastward to an intercormect with Algonquin 
Gas Transmission Co. at Ramapo, New York. Another project is Hardy Storage, a Columbia Transmission partnership to develop a storage 
field in West Virginia to provide additional natural gas storage for the eastern United States. Columbia Transmission held an open season for 
an additional project, the Eastern Market Expansion Prqject, and has signed precedent agreements with four East Coast customers. Columbia 
Transmission currently anticipates filing appropriate regulatory applications during 2007. 

EleLhj.c-OpAe.atibs 
NiSource generates, transmits and distributes electricity through its subsidiary Northern Indiana to approximately 454 thousand customers in 
2 1 counties in the northern part of Indiana and engages in wholesale and transmission transactions. Northein Iiidiana owns and has the ability 
to operate four coal-fired electric generating stations with a net capability of 3,059 mw, six gas-fired generating units with a net capability of 
323 niw and two hydroelectric generating plants with a net capability of 10 mw. These facilities provide for a total system net capability of 
3,392 mw. Northern Indiana’s hansniission system, with voltages from 34,500 to 345,000 volts, consists of 3,192 circuit miles. Northern 
Indiana is interconnected with five neighboring electric utilities. 
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ITEM 1. BUSINESS (continued) 

NISOURCE INC. 

Northeill Indiana currently operates three coal-fired generation stations with a net capacity of 2,574 mw, six gas-fired generating units with a 
net capacity of 323 niw and two hydroelectric plants with a net capability of 10 mw, totaling a net capability of 2,907 inw. During the year 
elided December 3 1, 2006, Northern Indiana generated 8 1.1% and purchased 18.9% of its electric requirements. Northern Indiana’s Mitchell 
Station, indefinitely shut down in 2002, is not included in the net capacity of the three coal-fired generation stations, Northern Indiana’s 
generating requirements are currently under review. Northern Indiana’s Integrated Resource Plan, filed with the IURC in November 2005, 
indicated a gap between customer demand projections and company owned generating capability, primarily in peak hours during the sumniei . 

Other Operatloiis 
Tlie Other Operations segment participates in energy-related services including gas marketing, power and gas risk management and ventures 
focused on distributed power generation technologies, including a cogeneration facility, fuel cells and storage systems. PEI operates the 
Whiting Clean Energy project at BP’s Whiting, Indiana refinery, which is a 525 mw cogeneration facility that uses natural gas to produce 
electricity for sale in tlie wholesale markets and also provides steam for industrial use. Additionally, the Other Operations segment is involved 
in real estate and otlier businesses. 

DivestitgLe of NoilnCore Assets 
In recent years, NiSource sold certain businesses judged to be non-core to NiSource’s strategy. Lake Erie Land, a wholly owned subsidiaiy of 
NiSource, has sold and is in the process of selling certain real estate, which included its Sand Creek Golf Club assets, which were sold in 
June 2006, to a private real estate developer. In addition, NDC Douglas Properties, a subsidiaiy of NiSource Developnient Coiiipany, is in the 
process of exiting its low income housing investments. 

Business Strategy 
NiSource focuses its business strategy on its core, rate-regulated asset-based businesses with virtually 100% of its operating income generated 
from tlie rate-regulated businesses. With the nation’s fourth largest natural gas pipeline, the largest natural gas distribution network east of the 
Rocky Mountains and one of the nation’s largest natural gas storage networks, NiSource operates throughout the energy-intensive corridor that 
extends from the supply areas in the Gulf Coast through the consumption centers in the Midwest, Mid-Atlantic, New England and Northeast. 
This corridor includes over 40% of the nation’s population and close to 50% of its nahrral gas consuniption. NiSource continues to position its 
assets to meet the corridor’s growing energy needs. 

Flpncial and Strategic Review 
NiSource’s senior management and Board are continuing the strategic and financial review process initiated during 2006 to unlock the 
underlying value of the company’s asset base and position it for tlie future. NiSource expects to be in a position to communicate tlie results of 
this piocess eady in 2007. 

Con1petitioci serf Chanyes in the ReEulatory Environment 
The regulatory frameworks applicable to NiSource’s operations, at both the state and federal levels, continue to evolve. These changes have 
had and will continue to have an inipact on NiSource’s operations, structure and profitability. Management continually seeks new ways to be 
more competitive and profitable in this changing environment, including providing gas customers with increased choices for products and 
services. 

Natural Gas Competition. Open access to natural gas supplies over interstate pipelines and the deregulation of the commodity price of gas has 
led to tremendous change in tlie energy inarlcets. LDC customers and marketers began to purchase gas directly from producers and marketers 
and an  open, competitive market for gas supplies has emerged. This separation or “unbundling” of tlie transportation and other services offered 
by pipelines and L,DC’s allows customers to purchase the commodity independent of services provided by tlie pipelines and LDC’s. Tlie L,DC’s 
continue to purchase gas and recover the associated costs from their customers. NiSource’s Gas Distribution Operations’ subsidiaries ale 
involved in programs that provide customers the opportunity to purchase their natural gas requirements froin third parties and use the NiSource 
Gas Distribution Operations’ subsidiaries for transportation services. 

7 

littp://ir.nisource.corn/Edgai-Detail.cfm?Co~~panyID=NI&CIK=ll I 1 7 1 I &FID=95 0 137-07-3 072&SID=O I . ”  3/3 0/2007 



NISOURCE INC/DE (Fonn: lO-K, Received: 03/01/2007 11 :39:28) Page 13 of 38 

Table of Contents 

ITEM..l.BUSn\rESS (continued) 

NISOURCE INC. 

Electric Conipetitioiz. In December 1999, the FERC issued Order 2000, a final rule addressing the fomiation and operation of Regional 
Transmission Organizations. The iule was intended to eliminate pricing inequities in the provisioning of wholesale transmission service. In 
compliance with the rule, Northern Indiana transferred functional control of its electric transmission assets to MISO on October 1, 2003. 
Transmission service for Northern Indiana occurs under the MISO Open Access Transmission Tariff. On April 1,2005, MISO implemented an 
electric energy market following approved FERC tariffs. Northern Indiana currently sells all power from its plants into this market. 

NiSource's Other Operations subsidiaries also experience competition for energy sales and related services from third party providers. 
NiSource meets these challenges through innovative programs aimed at providing energy products and services at competitive prices while also 
providing new services that are responsive to the evolving energy market and customer requirements. 

FinaLicjng Subsidiary 
NiSource Finance is a wholly-owned, consolidated finance subsidiary of NiSource that engages in financing activities to raise funds for the 
business operations of NiSource and its subsidiaries. NiSource Finance was incorporated in February 2000 under the laws of the state of 
Indiana. NiSource Finance's obligations are fiilly and unconditionally guaranteed by NiSource. 

Otll-er Relevant Business Information 
NiSource's customer base is broadly diversified, with no single customer accounting for a significant portion of revenues 

As of December 31, 2006, NiSource had 7,439 employees of whom 3,383 were subject to collective bargaining agreements 

For a listing of certain subsidiaries of NiSource refer to Exhibit 2 1. 

NiSource files various reports with the SEC. The reports include the annual report on Forni 10-K, quarterly reports on Form 10-Q, current 
reports on Foim 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 
1934, NiSource makes all SEC filings available without charge to the public on its web site at ~~: / /www.i i i source .com.  
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NISOURCE INC. 

Theie are many factors that could have a material adverse effect on NiSource’s operating results, financial condition and cash flows. New 1 isks 
may emerge at any time, and NiSouice cannot predict those risks or estimate the extent to which they may affect financial performance. Each 
of the risks desciibed below could adversely impact the value of NiSource’s securities. 

NiSource has substantial indebtedness, which could adversely affect its financial condition. 

NiSource has a significant amount of indebtedness outstanding as a result of the acquisition of Columbia. NiSource had total consolidated 
indebtedness of $6,432.5 million outstanding as of December 3 1, 2006. The substantial indebtedness could have important consequences to 
investors. For example, it could: 

limit the ability to boi-sow additional funds or increase the cost of borrowing additional funds; 

reduce the availability of cash flow from operations to fund working capital, capital expenditures and other general corporate purposes; 

limit the flexibility in planning for, or reacting to, changes in the business and the industries in which the company operates; 

lead parties with whom NiSource does business to require additional credit support, such as letters of credit, in order for NiSource to 
transact such business; 

place NiSource at a competitive disadvantage compared to competitors that are less leveraged; and 

increase vulnerability to general adverse economic and industry conditions. 

Some of NiSource’s debt obligations contain financial covenants related to debt-to-capital ratios and cross-default provisions. NiSource’s 
failure to comply with any of these covenants could result in an event of default, which if not cured or waived, could result in the acceleration 
of outstanding debt obligations. 

NiSource’s costs of compliance with environmental laws are significant. The costs of compliance with future environmental laws and 
the incurrence of environmental liabilities could impact cash flow and profitability. 

NiSource’s subsidiaries are subject to extensive federal, state and local environmental requirements that, among other things, regulate air 
emissions, water usage and discharges, remediation and the management of chemicals, hazardous waste and solid waste. Compliance with 
these legal requirements requires NiSource to commit significant expenditures for installation of pollution control equipment, remediation, 
environmental monitoring, emissions fees and permits at many of NiSource’s facilities. These expenditures are significant, and NiSource 
expects that they will continue to be significant in the future. 

If NiSoui-ce’s subsidiaries fail to comply with environmental laws and regulations or cause harm to the environment or persons, even if caused 
by factors beyond NiSource’s control, that failure or h a m  may result in the assessment of civil or criminal penalties and damages against 
NiSource and its subsidiaries. In September 2004, the EPA issued an NOV to Northern Indiana alleging violations of the new source review 
provisions of the Clean Air Act. An adverse outcome in this matter could require capital expenditures beyond the EPA requirements that 
cannot be deteimined at this time and could require payment of substantial penalties. 

Existing environmental laws and regulations may be revised, and new laws and regulations seeking to protect the environment may be adopted 
or become applicable to NiSource’s subsidiaries. Revised or additional laws and regulations could result in significant additional expense and 
operating restrictions on NiSource’s facilities or increased compliance costs, which may not be fully recoverable from customers and would 
t1iei.efor.e reduce net income. The cost impact of any new or amended legislation would depend upon the specific requirements enacted and 
cannot be determined at this time. 
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NISOURCE INC. 

A significant portion of the gas and electricity NiSource sells is used by residential and commercial customers for heating and air 
conditioning. Accordingly, the operating results fluctuate depending on the weather and, to a certain extent, usage of gas or electricity. 

Energy sales are sensitive to variations in weather. Forecasts of energy sales are based on normal weather, which represents a long-term 
historical average. Significant variations from nomial weather could have, and have had, a material impact on energy sales. Additionally, 
residential usage, and to some degree commercial usage, have shown to be sensitive to fluctuations in commodity costs for gas and electricity, 
whereby usage declines with increased energy costs, thus affecting NiSource’s financial results. 

NiSource’s electric operations are subject to economic conditions in certain industries. 

Electic operations in northern Indiana have been and may continue to be adversely affected by events in the steel and steel related industies. 
In particular, sales to large industrial customers in these industries have been impacted by economic downturns generally, and may be affected 
by consolidation and globalization within such industries. 

The majority of NiSource’s net revenues are subject to economic regulation and are exposed to the impact of regulatory rate reviews 
and proceedings. 

Virtually all of NiSource’s net revenues are subject to economic regulation at either the federal or state level. As such, the net revenues 
generated by those regulated companies are subject to regulatory review by the applicable federal or state authority. These rate reviews 
determine the energy rates charged to customers and directly impact revenues. As part of a settlement reached in other regulatory proceedings, 
Northern Indiana has agreed to file an electric base rate case with the IURC on or before July 1, 2008. The outcome for the rate case could have 
a material effect on NiSource’s financial results. 

NiSource’s recent outsourcing initiative and service agreement with IBM may not achieve the level of savings that was originally 
anticipated. Additionally, many associated changes in systems and personnel are being made, increasing operational and control risk 
during transition, which may have an impact on the business and its financial condition. 

NiSource’s original expectation of the 10-year agreement with IBM was to deliver upwards of $530 million in gross savings in operating and 
capital costs. This cost savings is dependent upon many factors, and unanticipated changes in operations may cause actual cost savings to be 
substantially less than expected. Many functions have recently been transitioned to IBM and many new personnel have assumed 
responsibilities across these functions, increasing the risk of operational delays, potential errors arid control failures which may have an impact 
on NiSource and its financial condition. 

As a part of this transformation, many new information technology systems and process changes have an accelerated tinie-line for. completion, 
increasing the risk of operational delays, potential errors and control failures which niay have an impact on NiSource and its financial 
condition. In August, 2006, NiSource and IBM decided to delay further implementation of certain information technology systems due to 
difficulties encountered with the first wave of iiew system implementations. This delay may decrease the level of projected operating cost 
savings while continuing to ensure stable operations. NiSource is currently engaged in an overall assessment of the outsourcing initiative 
primarily to focus on operational and transforinational improvements and develop an integrated plan that enables NiSource to achieve its 
business objectives going forward. 

NiSource’s Whiting merchant energy project is operating at a loss. 

NiSource owns and operates a merchant energy facility, Whiting Clean Energy, at BP’s Whiting, Indiana refinery. This facility uses natural gas 
to generate electricity for sale in the wholesale markets and to generate steam for industrial use by BP’s refinery. In the fourth quarter of 2006, 
NiSource reached a new definitive agreement with BP redefining the terms under which Whiting Clean Energy will provide steam to BP. The 
profitability of this facility will remain dependant upon the market prices for electricity and natural gas and regional load dispatch patterns. The 
after-tax loss for Whiting Clean Energy was approximately $40.9 million for 2006 and $21 ..5 million for 2005. In addition, an amendment to 
the agreement with BP provides BP with an option, valid for 180 days fiom the Amendment’s effective date in December 2006, for BP to 
purchase the facility free of liens, for $100 million. 
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Management believes it is unlikely that BP will exercise this option. The canying amount of the Whiting Clean Energy facility is 
approximately $275 million. 

ITEM 1B. UNRESOLVED STAFF COMMENTS 

None. 
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NISOURCE INC. 

Discussed below are the principal properties held by NiSource and its subsidiaries as of December 3 1, 2006. 

Gas Distribution Operations. NiSource’s Gas Distribution Operations subsidiaries own and operate a total of 57,544 miles of pipelines and 
certain related facilities. This includes: (i) for the five distribution subsidiaries of its Columbia system, 34,946 nliles of pipelines, 1,350 
reservoir acres of underground storage, eight storage wells and one conipressor station with 800 hp of installed capacity, (ii) for its Northein 
Indiana system, 15,025 miles of pipelines, 27,129 reservoir acres of underground storage, 82 storage wells and two compressor stations with a 
total of 6,000 lip of installed capacity, (iii) for its Bay State system, 5,823 miles of pipelines, (iv) for its Northern Indiana Fuel and Light 
system, 950 miles of pipelines, and (v) for its Kokomo Gas system, 800 miles of pipelines. The physical properties of the NiSource gas utilities 
are located throughout Ohio, Indiana, Pennsylvania, Virginia, Kentucky, Maryland, Massachusetts, Maine and New Harnpshiie. 

Gas Transmission and Storage Operations. Columbia Transmission has approximately 870,000 reservoir acres of underground storage, 
3,533 storage wells, 11,407 miles of interstate pipelines and 85 compressor stations with 575,058 lip of installed capacity. These operations are 
located in Delaware, Kentucky, Maryland, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Virginia and West Virginia. Columbia 
Gulf has 3,836 miles of transmission pipelines and 13 compressor stations with 501,644 hp of installed capacity. Columbia GLWS operations 
are located in Kentucky, L,ouisiana, Mississippi, Tennessee, Texas, Wyoming, and the offshore Gulf of Mexico. Granite State Gas has 87 miles 
of transmissioii pipeline with operations located in Maine, Massachusetts and New Hampshire. Crossroads Pipeline has 202 miles of 
transmission pipeline and one compressor station with 3,000 lip of installed capacity. Crossroads Pipeline’s operations are located in Indiana 
and Ohio. 

Electric Operations. Northern Indiana owns and has the ability to operate four coal-fired electric generating stations with a net capability of 
3,059 iiiw, six gas-filed generating units with a net capability of 323 mw and two hydroelectric generating plants with a net capability of 10 
niw. These facilities provide for a total system net capability of 3,392 mw. It has 293 substations with an aggregate transformer capacity of 
23,474,500 kilovolt-amps. Its transmission system, with voltages from 34,500 to 345,000 volts, consists of 3,192 circuit miles of line. The 
electric distribution system extends into 21 counties and consists of 7,821 circuit miles of overhead and 2,035 cable miles of underground 
primary distribution lines operating at various voltages fiom 2,400 to 12,500 volts. Northem Indiana has distribution transfoilners having an 
aggregate capacity of 12,160,384 kilovolt-amps and 475,245 electric watt-hour meters. 

Northern Indiana currently operates three coal-fired generation stations with a net capacity of 2,574 mw, six gas-fired generating units with a 
net capacity of 323 mw and two hydroelectric plants with a net capability of I0 mw, totaling a net capability of 2,907 niw. Northern Indiana’s 
Mitchell Station, indefinitely shut down in 2002, is not included in the net capacity of the three coal-fired generation stations, Northern 
Indiana’s generating requirements are currently under review. Northern Indiana’s Integrated Resource Plan, filed with the IURC in 
November 2005, indicated a gap between customer demand projections and company owned generating capability, primarily in peak hours 
during the summer. 

Other Operations. PEI owns and operates the Whiting Clean Energy project at BP’s Whiting, Indiana refinery, which is a 525 mw 
cogeneration facility that uses natural gas to produce electricity for sale in the wholesale markets and also provides steam for indusbial use. 
Through other subsidiaries, NiSource owns the Southlalte Complex, its 325,000 square foot headquarters building located in Merrillville, 
Indiana and other residential and development property. 
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Character of Ownership. The principal offices and properties of NiSource and its subsidiaries are held in fee and are fi-ee froin encumbrances, 
subject to minor exceptions, none of which are of such a nature as to impair substantially the usefulness of such properties. Many of the offices 
in various communities served are occupied by subsidiaries of NiSource under leases. All properties are subject to liens for taxes, assessments 
and undetermined charges (if any) incidental to construction. It is NiSource’s practice regularly to pay such amounts, as and when due, unless 
contested in good faith. In general, the electric lines, gas pipelines and related facilities are located on land not owned in fee but are covered by 
necessary consents of various governmental authorities or by appropriate rights obtained from owners of private proper-ty. NiSource does not, 
however, generally have specific easements from the owners of the property adjacent to public highways over, upon or under which its electric 
lines and gas distribution pipelines are located. At the time each of the piincipal properties was purchased a title search was made. In general, 
no examination of titles as to rights-of-way for electric lines, gas pipelines or related facilities was made, other than examination, in certain 
cases, to verify the grantors’ ownership and the lien status thereof. 
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1. 

On July 14, 2004, Stand Energy Corporation filed a complaint in Kanawha County Court in West Virginia. The complaint contains 
allegations against various NiSource companies, including Columbia Transmission and Columbia Gulf, and asserts that those companies 
and certain “select shippers” engaged in an “illegal gas scheme” that constituted a breach of contract and violated state law. The “illegal 
gas scheme” coniplained of by the plaintiffs relates to the Columbia Transmission and Columbia Gulf gas imbalance transactions that 
were the subject of tlie FERC enforcement staff investigation and subsequent settlement approved in October 2000. Columbia 
Transmission and Columbia Gulf filed a Motion to Dismiss 011 September 10, 2004. In October 2004, however, the plaintiffs filed their 
Second Amended Complaint, which clarified the identity of some of the “select shipper” defendants and added a federal antitrust cause of 
action, To address the issues raised in the Second Amended Complaint, the Columbia companies revised their briefs in support of the 
previously filed motions to dismiss. In June 2005, the Court granted in part and denied in part tlie Columbia companies’ motion to 
dismiss the Second Amended Complaint. The Columbia companies have filed an answer to the Second Amended Complaint. On 
December 1, 2005, Plaintiffs filed a motion to certify this case as a class action. The Court has ordered that discoveiy will proceed on the 
issue of class certification as well as the merits. 

2. 

Plaintiffs filed a complaint in 2000 agaiiist CNR, a foiiner subsidiary, Columbia Transmission, Columbia and CER. The complaint 
alleges that plaintiffs own an interest in oil and gas leases in New York and that the defendants have underpaid royalties on those leases 
by, among other things, failing to base royalties on the price at which natural gas is sold to the end-user and by inipropeily deducting 
post-production costs. Plaintiffs seek the alleged royalty undeipayment and punitive damages. The cornplaint also seeks class action 
status on behalf of all royalty owners in oil and gas leases owned by the defendants. Discovery is currently stayed while the parties seek 
to determine if the matter can be settled. 

3. 

The plaintiff filed a complaint in 1997, under the False Claims Act, on behalf of the TJiiited States of America, against approximately 
seventy pipelines, including Columbia Gulf and Columbia Transmission. The plaintiff clainied that the defendants had submitted false 
royalty reports to the government (or caused others to do so) by mis-measuring the volume and heating content of natural gas produced 
on Federal land and Indian lands. The Plaintiffs original complaint was dismissed without prejudice for misjoinder of parties and for 
failing to plead fraud with specificity. The plaintiff then filed over sixty-five new False Claims Act complaints against over 330 
defendants in numerous Federal courts. One of those complaints was filed in the Federal District Court for the Eastern District of 
Louisiana against Columbia and thirteen affiliated entities (collectively, the “Columbia defendants”). 

Plaintiffs second complaint, filed in 1997, repeats the mis-measurement claims previously made and adds valuation claims alleging that 
the defendants have undervalued natural gas for royalty purposes in various ways, including sales to affiliated entities at artificially low 
prices. Most of the Giyiiberg cases were transfened to Federal court in Wyoming in 1999. 

On October 20, 2006, the Federal District Court issued an Order granting the Columbia defendants’ motion to dismiss foi lack of subject 
matter jurisdiction. The Plaintiff has appealed the disnlissal of the Columbia defendants. 

Stand Energy Corporation, et al. v. Columbia Gas Transmission Corporation, et al., Kanawha County Court, West Virginia 

Vivian K. Kershaw et al. v. Columbia Natural Resources, Inc., et al., Chautauqua County Court, New York 

United States of America ex rei. Jack J. Grynberg v. Columbia Gas Transmission Corporation, et al., U.S. District Court, 
E.D. Louisiana 
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4. 

The Plaintiffs, who are West Virginia landowners, filed a lawsuit in early 2003 against CNR alleging that CNR underpaid royalties on gas 
produced on their land by improperly deducting post-production costs and not paying a fair value for the gas. In December 2004, the 
court granted plaintiffs’ motion to add NiSource and Columbia as defendants. Plaintiffs also claimed that the defendants fraudulently 
concealed the deduction of post-production charges. The court certified the case as a class action that includes any person who, after 
July 3 1, 1990, received or is due royalties from CNR (and its predecessors or successors) on lands lying within the boundary of the state 
of West Virginia. All claims by the goveiment of the United States are excluded from the class. Although NiSource sold CNR in 2003, 
NiSource remains obligated to manage this litigation and for the majority of any damages ultimately awarded to the plaintiffs. On 
January 27, 2007 the jury hearing the case returned a verdict against all defendants in the amount of $404.3 million; this is comprised of 
$134.3 million in compensatory damages and $270 million in punitive damages. The defendants have filed motions with the trial court 
challenging the award and a hearing on tliese motions is anticipated in March of 2007. Unless the trial court substantially revises the 
jury’s verdict, the defendants intend to appeal the judgment to the West Virginia Supreme Court of Appeals, which may or may not 
accept the appeal. As of the end of 2006, NiSource increased its reserve for this matter based on the Juiy’s verdict, but did not reserve any 
amount with regard to the punitive damages portion of the verdict. 

5. 

On February 8, 2007, Plaintiff filed this purported class action, alleging that Chesapeake Appalachia, L,.L.C. (“Chesapeake”) has failed to 
pay royalty owners the correct amounts pursuant to the provisions of their oil and gas leases covering real property located within the 
state of Kentucky. By letter dated February 14, 2007, Chesapeake has demanded indemnification for these claims from NiSource/CEG 
pursuant to the provisions of the Stock Purchase Agreement dated July 3, 2003, among CEG, NiSource, and Triana, Chesapeake’s 
predecessor in interest. The Company is still reviewing the underlying lawsuit and the Stock Purchase Agreement to determine its 
response to the indemnification demand. 

6. 

On September 29,2004, the EPA issued an NOV to Northern Indiana for alleged violations of the Clean Air Act and the Indiana SIP. The 
NOV alleges that modifications were made to certain boiler units at three of Northein Indiana’s generating stations between the years of 
1985 and 1995 without obtaining appropriate air perniits for the modifications. Northern Indiana is currently in discussions with the EPA 
regarding possible resolutions to this NOV. 

7. 

On Februaiy 2 1, 2007, Pennsylvania Department of Environmental Protection provided representatives of Columbia Transmission with a 
proposed Consent Order and Agreement covering an unmanned equipment storage site located in rural southwest Pennsylvania. The site 
in question is also subject to the EPA’s Administrative Order by Consent (Refer to Note 18°F “Environmental Matters” in the Notes to 
Consolidated Financial Statements for additional information regarding the Administrative Order by Consent). Pursuant to that order, 
Columbia Transmission has characterized the site and proposed remedial measures for EPA’s approval. Pennsylvania Department of 
Environmental Protection’s proposed order alleges that Columbia Transmission has violated the state’s Clean Streams Act and Solid 
Waste Management Act by discharging petroleum products onto the property and into the waters of the state. In addition to requiring 
remediation and monitoring activities at the site, the state has proposed penalties for these violations. Columbia Transmission plans to 
engage in furtliei discussions with the agency regarding the proposed order, including the rationale for the proposed penalty. 

Tawney, et al. v. Columbia Natural Resources, Inc., Roane County, WV Circuit Court 

John Thaclcer, et al. v. Chesapeake Appalachia, L.L.C., U.S. District Court, E.D. Kentucky 

Environmental Protection Agency Notice of Violation 

Pennsylvania Department of Environmental Protection Proposed Consent Order and Agreement 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None 

1s 

littp://ir.iiisource.coiii/EdgarDetail.cfin?Co~ipanyID=NI~CII<=llll7 1 1 &FID=950137-07-3072&SID=O ... 3/30/2007 



NISOURCE LNC/DE (Fomi: 10-K, Received: 03/01/2007 11 :39:28) Page 21 of 38 

Table of Contents 

SLJPPLEMENTAL ITEMl EXEC-UTIVE OFFICERS OF THE REGISTRANT 

NISOURCE INC. 

The following is a list of the Executive Officers of the Registrant, including their names, ages, years with NiSource and offices held, as of 
Febmaiy 1, 2007. 

Years with 
Name & NiSource I Office(s) Held in Past 5 Years 

Robert C. Sltaggs, Jr. 52 6 Chief Executive Officer of NiSource since July 2005. 

President of NiSource since October 2004 

Executive Vice President, Regulated Revenue of NiSource from 
October 2003 to October 2004. 

President of Columbia of Ohio from February 1997 to October 2003 and 
Columbia of Kentucky from January 1997 to October 2003. 

President of Bay State and Northern Utilities from November 2000 to 
October 2003. 

President of Columbia of Virginia, Columbia of Maryland, and Columbia 
of Pennsylvania from December 2001 to October 2003. 

Christopher A. Helms 

Michael W. O'Donnell 

Robert D. Campbell 

52 1 Pipeline Group President of NiSource since April 2005 

Principal of Helms & Company LP from December 2003 to March 200.5 

President of CMS Panhandle Companies from March 1999 to June 2003. 

Executive Vice President of CMS Gas Transmission Corp. from 
March 1999 to June 2003. 

62 6 Executive Vice President and Chief Financial Officer of NiSource since 
November 2000. 

47 1 Senior Vice President, Human Resources, of NiSource since May 2006. 

Senior Vice President, Human Resources, NiSource Corporate Services 
since September 2005 

Of Counsel with the law firni of Schiff Hardin, L,L,P from Januaiy 2004 to 
September 2005 

Vice President, Human Resource Operations and Regulated Revenue, 
NiSource Corporate Services from October 2003 to January 2004. 

Vice President, Employee and L,abor Relations, NiSource Corporate 
Services from June 2001 to October 2003 
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Jeffiey W. Ciossrnan 55  6 Vice President and Controller of NiSource since Noveiiibei 2000. 
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NiSource’s conmon stock is listed and traded on the New York Stock Exchange. The table below indicates the high and low sales prices of 
NiSource’s common stock, on the composite tape, during the periods indicated. 

-. 2006 2005 
High Low High Low 

First Quarter 21.54 19.51 23.18 21.81 
Second Quartei 22.08 19.99 25.00 22.28 
Third Quarter 23.30 20.88 2.5.50 22.78 
Fourth Quarter 24.80 21.48 24.66 20.44 

As of December 31, 2006, NiSource had 40,401 common stockholders of record and 273,654,180 shares outstanding. 

Holders of shares of NiSource’s common stock are entitled to receive dividends when, as and if declared by NiSource’s Board out of funds 
legally available. The policy of the Board has been to declare cash dividends on a quarterly basis payable on or about the 20th day of February, 
May, August and November. NiSource paid quarterly coiiiinon dividends totaling $0.92 per share for the years ended December 3 1,2006, 2005 
and 2004. At its January 5,2007 meeting, the Board declared a quarterly coininon dividend of $0.23 per share, payable on February 20, 2007 to 
holders of record on January 3 1, 2007. 

Although the Board currently intends to continue the payment of regular quarterly cash dividends on common shares, the timing and amount of 
fiiture dividends will depend on the earnings of NiSource’s subsidiaries, their financial condition, cash requirements, regulatory restrictions, 
any restrictions in financing agreenients and other factors deemed relevant by the Board. 
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Ycai Ended December 3 1, 
($ in rtzillioris acepi  per slinre durn) 2006 2005 2004 2003 2002 
Statement of Income Data: 
Gross Revenues 

-- 

Gas Distribution $ 4,189.3 $ 4,600.4 $ 3,801.8 $ .3,554.5 $ 2,890.4 
Gas Transportation and Storage 1,033.2 1,000.0 1,013.4 1,033 “5 1,014.1 
Electric 1,299.2 1,248.6 1,121.0 1,115.9 I ,  103.6 
Other 968.3 1,046.8 72 1 .O 538.1 304.4 

Total Gross Revenues 7,490.0 7,895.8 6,657.2 6,242.0 5,3 12.5 
Net Revenues (Gross Revenues less Cost of Sales, 

excluding depreciation and amortization) 
Operating Income 
Income from Continuing Operations 
Results from Discontinued Operations - net of taxes 
Cumulative Effect of Change in Accounting Principle 
- net of taxes 

Net Income 
Balance Sheet Data: 
Total Assets 
Capitalization 

Common stoclcliolders’ equity 
Prefened stock 
Mandatoiily redeeniable preferred securities of 

L,ong-teiiii debt, excluding aniounts due within one 
subsidiaiy trust 

3,124.6 
880.0 
313.5 
(3 1.7) 

0.4 
282.2 

18,156.5 

5,013.6 
- 

3,146.6 
952.6 
284.1 

22.7 

(0.3) 
306.5 

17,958.5 

4,933.0 
81.1 

3,047.5 
1,078.0 

433.0 
3.3 

- 
436.3 

16,987.8 

4,787.1 
81.1 

3 ,O  56 “4 
1,122.3 

426.9 
(3 32.9) 

(8.8) 
85.2 

16,624.0 

4,4 15.9 
81.1 

3,063.6 
1,154 0 

399.2 
(26.7) 

- 
372.5 

17.94 1 .8 

4,174.2 
84.9 

345.0 

year 5,146.2 5,27 1.2 4,835.9 5,993.4 4,849.5 
Total Capitalization $10,159.8 $10,285.3 $ 9,704.1 $10,490.4 $ 9,453.6 
Per Share Data: 
Basic Earnings (Loss) Per Share ($) 

Continuing operations 1.15 1.05 1.64 1.64 1.89 
Discontinued operations (0.11) 0.08 0.0 1 (1.28) (0.12) 
Change in accounting principles - __ __ (0.03) - 

Basic Earnings Pel Share 1.04 1.13 1.65 0.33 1.77 

Discontinued operations (0.1 1) 0.0s 0.01 (1.27) (0“ 13) 
Change in accounting piinciples - - - (0.03) - 

Diluted Eariiiiigs (Loss) Per Share (a) 
Continuing operations 1.14 1 .04 1.63 1.63 1.88 

Diluted Earnings Per Share ~ 1.03 1.12 1.64 0.33 1.75 
Other Data: 
Return on average coinmoii equity 5.7% 6.3% 9.5% 2.0% 9.7% 
Times interest earned (pre-tax) 2.18 2.16 2.53 2.3 1 2.04 
Dividends paid per share ($) 0.92 0.92 0.92 1.10 1.16 
Market values during tlie year (a): 

High 24.80 25.50 22.82 21.97 24.99 
Low 19.51 20.44 19.6.5 16.39 14.51 

Book value of common stock ($) 18.32 18.09 17.69 16.81 16.77 
Shares outstanding at tlie end of the year (in thousands) 273,654 272,623 270,625 262,630 248,860 
Number of common shareholders 40,401 46,45 1 50,020 42,034 47,472 
Capital expenditures ($ in millions) 637.4 590.4 517.0 574.2 53 1.9 
Number of eniployees 7,439 7,822 8,628 8,614 9,307 

(a) In 2006, NiSource adopted SFAS No. 158 which increased Total Assets by approximately $491.2 million, increased Total Liabilities by 
approximately $347.6 niillion and increased total common stock equity by approximately $143.6 million, net of taxes. 

(b) In 2005, NiSource entered into a ten-year agreement with IBM to provide business process and support services to NiSource which 

Close 24.10 20.86 22.78 21.94 20.00 
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reduced Operating Income by $82.8 million and $12.3 million due to restructuring anc, transition costs during 200.5 and 2006, 
respectively. 
During the fourth quarter 200.5, Columbia redeemed issues of its senior unsecured notes and recorded charges associated with the 
redemption of these securities totaling $108.6 million, which were recognized as a loss on early extinguishment of long-teim debt. 

(c) 
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Note reggasding foswnr.d-lookirzg sttlterrients 
The Management’s Discussion and Analysis, including statements regarding market risk sensitive instruments, contains “foiward-looking 
statements,” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 
1934, as amended. Investors and prospective investors should understand that many factors govein whether any foiward-looking statement 
contained herein will be or can be realized. Any one of those factors could cause actual results to differ materially from those projected. These 
forward-looking statements include, but are not limited to, statements concerning NiSource’s plans, objectives, expected performance, 
expenditures and recovery of expenditures through rates, stated on either a consolidated or segment basis, and any and all underlying 
assumptions and other statements that are other than statements of historical fact. From time to time, NiSource may publish or otherwise make 
available forward-looking statements of this nature. All such subsequent foiward-looking statements, whether written or oral and whether made 
by or on behalf of NiSource, are also expressly qualified by these cautionary statements. All forward-looking statements are based on 
assumptions that management believes to be reasonable; however, there can be no assurance that actual results will not differ materially. 

Realization of NiSource’s objectives and expected performance is subject to a wide range of risks and can be adversely affected by, among 
other things, weather, fluctuations in supply and demand for energy commodities, growth opportunities for NiSource’s businesses, increased 
competition in deregulated energy markets, the success of regulatory and commercial initiatives, dealings with third parties ovei whom 
NiSource has no conbol, the effectiveness of NiSource’s outsourcing initiative, actual operating experience of NiSource’s assets, the regulatory 
process, regulatory and legislative changes, changes in general economic, capital and commodity market conditions, and counter-party credit 
risk, many of which risks are beyond tlie control of NiSource. In addition, the relative contributions to profitability by each segment, and the 
assumptions underlying the forward-looking statements relating thereto, may change over time. 

CONSOLIDATED REVIEW 

Executive Summary 

NiSource is an energy holding company whose subsidiaries are engaged in the transmission, storage and distribution of natural gas in the higli- 
demand energy corridor stretching from tlie Gulf Coast through the Midwest to New England and tlie generation, transmission and dish ibution 
of electricity in Indiana. NiSource generates virtually 100% of its operating income through these rate-regulated businesses. A significant 
portion of NiSource’s operations is subject to seasonal fluctuations in sales. During tlie heating season, which is primarily from November 
through March, net revenues from gas are more significant, and during the cooling season, which is primarily from June through September, 
net revenues from electric sales and transportation services are more significant than in other months. 

NiSource is a holding company under the Public Utility Holding Company Act of 2005 
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For the twelve months ended December 3 1, 2006, NiSource reported income from continuing operations before cuniulative effect of change in 
accounting principle of $3 13.5 million, or $1 I 15 per basic share, conipared to $284.1 million, or $1 .O.S per basic share in  2005. 

The increase in income from continuing operations before cumulative effect of changes in accounting pi,inciple was primarily due to the 
following factors: 

Gas Transmission and Storage Operations net revenues increased due to increased demand services and sales of shorter-term 
transportation and storage services. 

Strong operating results within Electric Operations due primarily to a reduction in unrecoverable MISO costs, strong industrial sales, and 
customer growth. 

Decreased interest expense due to the refinancing of $2.4 billion in long-term debt at lower rates during 2005 

2005 results included a loss on early extinguishment of long-term debt of $108.6 million and restructuring charges and other costs 
associated with the IBM outsourcing initiative totaling $82.8 million. 

These increases were partially offset by the following items: 

Unfavorable weather during 2006 significantly decreased Gas Distribution and Electric Operations net revenues. NiSource’s gas niarltets 
experienced 12% warnier weather compared to normal weather and Northern Indiana’s electric market experienced an 1 1 % cooler 
summer cooling season compared to normal weather. 

Gas Distribution Operations net revenues were significantly affected by decreased residential gas customer usage. Highei natural gas 
prices contributed to lower natural gas usage by customers, which in turn affected NiSource’s results. As gas prices decreased during the 
latter part of 2006, usage erosion did moderate. 

Increased operating losses in Other Operations driven primarily by Whiting Clean Energy. Going forward, lower losses fiom this segment 
are expected. See the discussion below under the heading “Whiting Clean Energy”. 

Operation and maintenance expenses increases (excluding trackers and IBM restructuring charges) due to higher legal reserves, eniployee 
and administrative expenses, property insurance premiums, generation and maintenance costs, and pipeline integrity costs. 

2006 results include a $17.0 million accrual in connection with the BP contract revision, transition and other restructuring charges 
associated with the IBM agreement of $12.3 rnillion and a $12.3 million loss on equity eainings primarily related to Millennium. 

These factors and other impacts to the financial results are discussed in more detail within the following discussions of “Results of Operations” 
and “Results and Discussion of Segment Operations.” 

Fi.nnancial-and S@tr&c Review 
NiSource’s senior management and Board are continuing the strategic and financial review process initiated during 2006 to unlock the 
underlying value of the company’s asset base and position it for the future. NiSource expects to be in a position to communicate the results of 
this process early in 2007. 

Four-Point Platform for Growth 
NiSource has established four key initiatives to build a platform for long-teim, sustainable growth: commercial and regulatoiy initiatives; 
conmercial growth and expansion of the gas transmission and storage business; financial management of the balance sheet; and process and 
expense management. 

Coinnieicial aiid Regidata-y InitiativQ 

Wltitifzg Clean Energy . On Deceniber 18, 2006, Whiting Clean Energy and BP executed Amendment IV which niaterially amended the teiins 
of the ESA under which Whiting Clean Energy provides steam to BP. The agreement specifies a planned termination of the ESA at the end of 
2009, with options for BP to extend the term one additional year under renegotiated steam pricing. Whiting Clean Energy accrued 
$1 7 0 million in costs associated with contract termination terms under the agreement. In addition, Amendment IV provides BP an option, valid 
for 180 days from the Amendment’s effective date, for BP to purchase the facility free of liens foi $100 million. 
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Management believes it is unlikely that BP will exercise this option. The cariying amount of the Whiting Clean Energy facility is 
approximately $27.5 million. 

Under the new terms of the agreement, Whiting Clean Energy’s financial performance should improve beginning in 2007. The profitability of 
the Whiting Clean Energy project will continue to be dependent on, among other things, prevailing prices in the energy markets and regional 
load dispatch patterns and the steam requirements for BP’s oil refineiy. 

Crrstonier Coizservation. NiSource remains focused on the effects of customer conservation and is taking steps to address this issue, NiSource 
is developing and pursuing a number of regulatory initiatives throughout its distribution markets to mitigate the impact of conservation and 
customer attrition either through broader rate proceedings or specific mechanisms such as rate design, decoupling or other initiatives developed 
to moderate the inipact of conservation. 

Rate Developmertts. NiSource’s subsidiary, Columbia of Virginia, reached a comprehensive settlement agreement with its commercial and 
regulatory stalceholders on an innovative PBR plan. The agreement, which has been approved by the VSCC and became effective January 1, 
2007, establishes a PBR for a four-year period, freezing Columbia of Virginia’s non-gas rates at their current levels and setting up an earnings 
sharing mechanism and temporary rate credits during the PBR plan period, aiid contains a commitment by Columbia of Virginia to expand its 
system to continue to meet growth needs. 

On Febi-uaiy 1, 2007, Columbia of Kentucky filed a base rate case requesting an increase in rates of $12.6 million, or approximately 8%. 
Included in the filing is a request for approval of an accelerated main replacement cost recoveiy mechanism, in order to facilitate replacenient 
of certain parts of Columbia of Kentucky’s natural gas distribution system. Also, included are proposals to help offset the effects of recent 
usage declines and increased customer attrition. Hearings are expected to be held in the second quarter of 2007, with new rates expected to be 
in effect by the third quarter of 2007. 

In mid 2006, Northern Indiana filed a petition which simplifies gas distribution rates, stabilizes revenues and provides for energy efficiency 
funding. Northem Indiana filed its detailed case in this proceeding in January 2007, based upon lengthy and detailed discussion with 
stakeholders. All parties requested, and the IURC has granted, an expedited schedule in this proceeding. Northem Indiana expects a final order 
in the cause in the second quarter of 2007. Northern Indiana’s proposal, called Rate Simplification, would provide funding for weatherization 
and other customer programs while also providing relief to the company for reduced customer usage. 

Refer to the “Results and Discussion of Segment Operations” for a complete discussion of regulatory matters. 

Cormne~cigl Qrowth and Expansion of the Gas_ Transmission and Storage Business 

Sales of Shorter-Term Transportation aizd Storage Services. Seasonal price fluctuations in the national energy market created opportunities 
for customers to utilize existing shorter-term transportation and storage tariff services provided by Columbia Tiansmission and Columbia Gulf. 
A commercial team is in place focused on this effort to capitalize on market opportunities. Columbia Transmission entered into contracts that 
represent revenues in excess of $45 million of shorter-temm business for 2006. Columbia Transmission and Columbia Gulf plan to continue 
offering these shorter-teim transportation and storage services. Customer requirements for these services will vary according to market 
conditions which include such factors as commodity price volatility, geographic price differentials and the physical capacity and capabilities of 
the pipeline network. 

Hardy Storage . Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for natural gas in the eastern United States, Construction began in the first 
quarter of 2006 and Hardy Storage is expected to be placed in service in the second quarter of 2007. 

Milleiziiirii~z Pipeline. Millennium has received FERC approval for a pipeline prqject, in which Columbia Transmission is participating and 
will serve as operator, which will provide access to a number of supply and 

22 

http:l/ir.nisource.corri/EdgarDetail.cfin?CoinpanyID=NI&CIK=l11l7 1 1 &FID=950137-07-3072&SID=O ... 3/30/2007 

http:l/ir.nisource.corri/EdgarDetail.cfin?CoinpanyID=NI&CIK=l11l7


NISOURCE INC/DE (Form: 10-K, Received: 03/01/2007 11 :39:28) Page 29 of 38 

Table of Contents 

ITEM 7. MANAGE-M-ENT-TS DISCUSSION.AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIO-NS 
(continued) 

NISOURCE INC. 

storage basins and the Dawn, Ontario trading hub. The reconfigured project, which was approved by the FERC in a certificate order issued 
December 2 1, 2006, will begin at an intercomiect with Empire, an existing pipeline that originates at the Canadian border and extends easterly 
towards Syracuse, New York. Empire will construct a lateral pipeline southward to connect with Millennium near Corning, New York. 
Millennium will extend eastward to an interconnect with Algonquin Gas Transmission Co. at Ramapo, New York. 

Eastern Market Exparision. Eastern Market Expansion, a combined storage and transportation project designed to meet core market growth in 
the mid-Atlantic region that already has binding customer agreements, continues with NEPA pre-filing activities. Columbia Transmission 
anticipates filing a certificate application with the FERC in April 2007. 

FIIxnc&I Management of the Balance Sheet 

Interest Expense Savings. NiSource refinanced $2.4 billion of long-term debt at lower rates during 200.5. As a result, interest expense, net was 
$387.4 million for the year ended December 3 1, 2006, a decrease of $32.7 million compared to last year. This improvement was partially offset 
by lower interest income and higher costs related to the sale of accounts receivable which both contributed to the $20.5 million change in 
Other, net. 

Credit Ratiizgs During 2006, Staiidard & Poor's, Moody's Investors Service and Fitch Ratings all reaffirmed NiSource's investment grade 
credit ratings with a stable outlook. 

Processand .Expense Manat.ement 

IBM Agreenzeiit. Dul-ing the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which IBM 
will provide a broad range of business transfoimation and outsourcing services to NiSource. NiSource's original expectatioii of the 10-year 
agreement with IBM was to deliver upwards of $530 million in gross savings in operating and capital costs. This cost savings is dependent 
upon many factors, and unanticipated changes in operations may cause actual cost savings to be substantially less than expected. Many 
fimctions have recently been transitioned to IBM and many new personnel have assumed responsibilities across these functions, increasing the 
risk of operational delays, potential errors and control failures which may have an impact on NiSource and its financial condition. 

As a pait of this transformation, many new information technology systems and process changes have an accelerated time-line for completion, 
increasing the risk of operational delays, potential eiTors and control failures which may have an impact on NiSource and its financial 
condition. In August, 2006, NiSource and IBM decided to delay further implementation of certain information technology systems due to 
difficulties encountered with the first wave of new system implementations. This delay may decrease the level of projected operating cost 
savings while continuing to ensure stable operations. NiSource is currently engaged in an overall assessment of the outsourcing initiative 
primarily to focus on operational and transformational improvements and develop an integrated plan that enables NiSource to achieve its 
business objectives going forward. 

Iiisurance Costs. NiSource renewed both its onshore and offshore property and casually iiisurance programs in 2006. NiSource sustained an 
increase in property insurance costs directly attributable to the increase in insurance premiums for offshore and onshore facilities located in or 
near the Gulf of Mexico. Casualty premiums remained relatively flat compared to the previous year. Such increases and restrictions in coverage 
for Gulf of Mexico windstorm exposures were driven by losses experienced by the insurance indusky over the past few years, resulting from 
hurricanes such as Ivan, Katrina and Rita. 

Ethics and Conuob 
NiSource has always been coinmitted to providing accurate and complete financial reporting as well as requiring a strong commitment to 
ethical behavior by its employees. During 2006, NiSource tested all significant controls across its financial processes and NiSource's 
management has concluded that the company's internal control over financial reporting was effective as of the end of the period covered by this 
Form 10-IC. Refer to "Management's Report on Internal Control Over Financial Reporting" included in Item 9A. NiSource's senior 
management takes an active role in the development of this Form 10-K and the monitoring of the company's internal control structure and 
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perfoimance In addition, NiSource will continue the mandatory ethics-training program in which employees at eveiy level and in eveiy 
function of the organization participate 

Results of Operations 

The Consolidated Review information should be read taking into account the critical accounting policies applied by NiSource and discussed in 
“Other Infonnation” of this Item 7. 

Ipcome from Continuing Operations and Net Income 
For the twelve months ended December 3 1, 2006, NiSource reported income from continuing operations before cumulative effect of change in 
accounting piinciple of $3 13.5 million, or $1 “15 per basic share, cornpared to $284.1 million, or $1.05 per basic share in 2005. Income from 
continuing operations before the cumulative change in accounting principle for the twelve months ended December 3 1, 2004 was 
$433.0 million, or $1.64 per basic share. 

Including results from discontinued operations and the change in accounting principle, NiSource reported 2006 net income of $282.2 million, 
or $1.04 per basic share, 2005 net income of $306.5 million, or $1.13 per basic share, and 2004 net income of $436.3 million, or $1.65 per 
basic share. 

Comparability of line item operating results was impacted by regulatory trackers that allow for the recovery in rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and had essentially no impact on 
income from continuing operations. An increase in operating expenses of $55.3 million for the 2006 year was offset by a corresponding 
increase to net revenues reflecting recovery of these tracked costs. In the 2005 period, an increase in operating expenses of $33.6 million for 
tiackei-s was offset by a corresponding increase to net revenues reflecting recovery of these costs. 

Net.Reve1we.s 
Total consolidated net revenues (gross revenues less cost of sales) for the twelve months ended December 31, 2006 were $3,124.6 million, a 
$22.0 million decrease compared with 2005. Excluding the impact of $55.3 million of trackers discussed above, net revenues decreased by 
$77.3 million. The change was principally driven by unfavorable weather compared to the prior year, which impacted Gas Distribution 
Operations net revenues by approximately $89 million as NiSource’s gas markets experienced 14% warmer weather compared to last year, and 
decreased Electric Operations net revenues by approximately $2 1 million due to the northern Indiana electric market experiencing a 24% 
cooler summer compared to the 2005 summer cooling season. Gas Distribution Operations net revenues were also significantly affected by 
decreased residential gas customer usage amounting to approximately $22 million. In addition, last year’s results benefited from a third party 
buyout of a bankruptcy claim relating to the rejection of a shipper’s long term contract, which amounted to $8.9 million. These decreases i n  net 
revenues were partially offset by increased sales of shorter-teiiii transportation and storage services in Gas Transmission and Storage 
Operations amounting to $43.9 million. Electric Operations net revenues increased by $27.3 million as a result of a reduction in unrecoverable 
MISO costs included in costs of sales, which included the impact of a favorable regulatory ruling on the recoverability of certain MISO 
charges, timing of customer credits, proceeds from emission allowances, strong industrial sales and custonier growth. 

Total consolidated net revenues for the twelve months ended December 3 1, 2005 were $3,146.6 million, a $99.1 million increase compared 
with 2004. Excluding the impact of $33.6 million of trackers discussed above, net revenues iiicreased by $65.5 million. Favorable weather 
during 2005 as compared to 2004 increased net revenues approximately $24 million and $27 million for Gas Distribution Operations and 
Electric Ope1 ations, respectively. Net revenues also improved due to increased residential and commercial customers and increased overall 
customer usage within Electric Operations contributing approximately $24.4 million, improved results from Whiting Clean Energy of 
$17.6 million, increased residential customers for Gas Distribution Operations contributing approximately $8 million, and $12.1 million 
recognized on the buyout of a large customer gas contract. These increases in revenues were partially offset by a decline in customei usage 
within Gas Distribution Operations of approximately $33.1 million, lower Gas Transmission and Storage Operations revenues of $20.3 million 
attributable to tlie 2004 renegotiation of firm service contracts with major pipeline customers, net of remarketing activities, and increases in the 
cost of service for Electric Operations associated with MISO amounting to $1 5.7 million. 
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Expenses 
Operating expenses were $2,232.3 nillion in 2006, a $38.1 million increase from 200.5. Excluding increases in expenses that are recovered 
through regulatory trackers and corresponding increases in net revenues (see discussion above) operating expenses decieased $17.2 million. 
The decrease was primarily due to impacts in 2005 which included restructuring charges, transition costs, pension and other postretirement 
benefit charges, and other costs associated with the IBM outsourcing initiative totaling $82.8 million, a $10.9 million charge for obsolete 
software systems and a $10.9 million impairment charge related to goodwill at Kokomo Gas. Operating expense increases in 2006 included 
$18.1 million for certain legal matters, a $17 million accrual in conjunction with the BP contract revision, higher employee and administrative 
expenses of approximately $17 million, transition and other restructuring charges associated with the IBM agreement of $12.3 nillion, 
generation and maintenance costs of $9.3 million in Electric Operations, and higher propeity insurance premiums of $8.7 million mainly for 
offshore and onshore facilities located in or near the Gulf of Mexico. 

Operating expenses of $2,194.2 million for 2005 increased $224.7 million over 2004. Excluding increases in expenses that are recovered 
through regulatoiy hackers and corresponding increases in net revenues (see discussion above), operating expenses increased $189.0 million. 
Operation and maintenance expense increased largely due to restructuring charges, including a pension and other postretirement benefit charge, 
transition costs and consulting fees related to the outsourcing initiative and service agreement with IBIvl which totaled $82.8 million and higher 
electric generatioil expenses of $7.2 million. Depreciation expense increased approximately $30 million as a result of the expiration in 
November 2004 of the prior Columbia of Ohio regulatory stipulation that allowed for deferral of certain depreciation amounts. The 2004 period 
benefited from a reduction in estimated property tax accruals amounting to $33.0 million, while gross receipts tax increased $1 6.0 million in 
200.5, which is offset in revenue. In addition, goodwill associated with Kokoma Gas was impaired by $10.9 million and certain software 
systems were impaired totaling $10.9 million due to the outsourcing initiative and service agreement with IBM. 

Equity. Eai-nlags {L,oss). in Unconsolidated Affiliates 
Equity Earnings (L,oss) in Unconsolidated Affiliates reduced 2006 income $12.3 million compared to earnings of $0.2 million in 2005. Equity 
Earnings (Loss) in Unconsolidated Affiliates include investments in Millennium and Hardy Storage which are integral to the Gas Transmission 
and Storage Operations business. In December 2006, Millenniuin received FERC approval for a pipeline project. The certificate order approved 
certain project costs related to the construction and development of the Millennium project. The order also approved the vacating of portions of 
the original September 2002 Millennium certificate that related to other facilities. The Millennium owners no longer believe the recovery of the 
capitalized costs related to the vacated portions of the project is probable. Therefore, Millennium has fully reserved the capitalized costs related 
to the development of the vacated portions. NiSource recorded a $13 million charge reflecting its share of Millennium’s reserve during the 
fourth quarter of 2006. 

Othei Income (Deductions) 
Othei Income (Deductions) in 2006 ieduced income $395 7 million compared to a ieduction of $518 9 million in 2005 A loss on eaily 
extinguishment of long-terin debt of $1 08.6 million during 200.5 and decreased interest expense of $32.7 million in 2006 compared to”2005 due 
to the refinancing of $2.4 billion in long-term debt at lower rates during 2005, drove the decrease in other deductions, Other, net was a loss of 
$6.5 million for 2006 compared to income of $14.0 million for the comparable 2005 period due to lower interest income and increased costs 
associated with the sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances 
resulted in the higher expenses associated with the sale of accounts receivable. 

Other Income (Deductions) in 200.5 reduced income $5 18.9 million compared to a reduction of $402.3 million in 2004. A loss on early 
extinguishment of long-term debt of $108.6 million recognized in 2005 drove the increased expense. Interest expense, net increased 
$19 million from 2004 primarily due to the impact of higher short-teim interest rates on variable rate debt and higher average long-teiin debt 
balances due to the prefunding of November 2005 debt maturities. 

Incolne Taxes 
Income taxes increased $21.2 million in 2006 as compared with 200.5 primarily due to higher pre-tax income from the piior year. Income taxes 
decreased $93.1 million in 2005 from 2004 primarily due to lower pre-tax income from 
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the prior year. The effective income tax rates were 35.3%, 34.5%, and 35.9% in 2006, 2005 and 2004, respectively. The overall effective tax 
rate increase in 2006 versus 2005 was due to favorable state and federal income tax adjustments recorded in 2005 (discussed below) and a 
reduction in the electric production deduction and low income housing credits from those recorded in 2005. The increase was partially offset by 
a lower effective state income tax rate in 2006 due to a reduction in deferred state income tax liabilities. It is expected that state income tax 
expense will return to more historic levels in 2007. 

The 1.4% decrease in the effective tax rate from 2004 to 2005 is due to the impact of the tax benefit associated with the electric production 
deduction (discussed below), an adjustment to deferred taxes at Northern Indiana related to a reduction in deferred income tax requirements 
and a reduction in deferred state income tax liabilities resulting from a revised estimate of consolidated state income tax apportionment factors. 
Offsetting these reductions is an increase in the effective tax rate associated with the non-deductible goodwill impailment charge recorded at 
ICokoino Gas and increased taxes related to Ohio income tax law changes enacted on June 30, 2005. 

The American Jobs Creation Act of 2004, signed into law on October 22, 2004, created new Internal Revenue Code Section 199 which, 
beginning in 2005, peimits taxpayers to claini a deduction from taxable income attributable to certain domestic production activities. Northein 
Indiana and Whiting Clean Energy’s electric production activities qualify for this deduction. The deduction is equal to 3% of QPAI for the 
taxable year, with certain limitations. This deduction increases to 6% of QPAI beginning in 2007 and 9% of QPAI beginning in 2010 and 
thereafter. The tax benefit for the Section 199 domestic production activities deduction claimed in NiSource’s 2005 consolidated federal 
income tax return was $0.9 million and is estimated to be $0.9 million for 2006. 

Discontinued Operations 
Discontinued operations reflected an after-tax loss of $31.7 million, or $0.1 1 loss per basic share, in 2006, income of $22.7 million, or $0.08 
per basic share, in 2005 and income of $3.3 million, or $0.01 per basic share, in 2004. The loss from discontinued operations in 2006 was 
primarily the result of an increase to legal reserves and the sale of certain low-income housing investments. Results from discontinued 
operations in 200.5, net of taxes, include a gain on dispositioii of discontinued operations of $43.5 million partially offset by a loss from 
discontinued operations of $20.8 million. The gain on disposition of discontinued operations, net of taxes, resulted froin changes to reserves for 
contingencies related primarily to the previous sales of IWC, former Primary Energy subsidiaries and other dispositions. The loss from 
discontinued operations in 2005 included changes to reserves for contingencies primarily related to CER and an impairment of assets related to 
Transcom. In 2004, income from discontinued operations, net of taxes, is primarily from a reduction in estimated income taxes associated with 
NiSource’s former exploration and production subsidiary, CER. 

Cumulative .Effgcxof Change in Accounting Principle 
The cumulative effect of change in accounting principle in 2006 of $0.4 million, net of taxes, resulted from the cumulative effect of adopting 
SFAS No. 123R. Refer to Note 14, “Stock-Based Compensation,” in the Notes to Consolidated Financial Statements for additional inforination 
regarding the cumulative effect of adopting SFAS No. 123R. The cumulative effect of change in accounting principle in 2005 of a $0.3 million 
loss, net of taxes, resulted from the cumulative effect of adopting FIN 47. Refer to Note 6, “Asset Retirement Obligations,” in the Notes to 
Consolidated Financial Statements for additional information regarding the cumulative effect of adopting FIN 47. 

Liquidity and Capital Resources 

Historically, cash flow from operations has provided sufficient liquidity to meet operating requirements. A significant portion of NiSource’s 
operations, most notably in the gas distribution, gas transportation and electric dish-ibution businesses, is subject to seasonal fluctuations in 
cash flow, During the heating season, which is primarily from November through March, cash receipts from gas sales and transportation 
services typically exceed cash requirements. During the suninier months, cash on hand, together with the seasonal increase in cash flows from 
the elechic business during the summer cooling season and external short-teim and long-term financing, is used to purchase gas to place in 
storage for heating season deliveries and perform necessary maintenance of facilities. 
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Beginning in 2007, capital expenditures and other investing activities are expected to increase due to age and condition replacement programs 
and an increase in growth prqjects (see discussion below). Capital expenditures are expected to be funded via a combination of cash flow from 
operations and new long-term debt issuances. 

Operating Activities 
Net cash from operating activities for the twelve months ended December 3 1, 2006 was $1,156.2 million, an increase of $443.9 million from a 
year ago. This increase was primarily due to a significant reduction in outstanding accounts receivable and the collection of under-recovered 
gas cost partially offset by the impact in 2006 of reduced accounts payable balances. High gas cost in December 2005 resulted in unusually 
large balances in accounts receivable, accounts payable and under-recovered gas cost. 

Pension and Otlier Postretirement Plait Funding. In 2007, NiSource expects to make contributions of approximately $50.4 million to its 
pension plans and approximately $52.3 million to its postretirement medical and life plans. 

Investing .Activit:les 

Capital Expenditures and Other Iitvestiitg Activities. Tlie table below reflects actual capital expenditures and other investing activities by 
segment for 2006, 2005 and 2004 and an estimate for year 2007. The other investing activities include investing in equity investments such as 
Millennium and Hardy Storage. 

( i t ~  t1iilliot7s) .- 
Gas Distribution Operations $ 333.4 $ 283.4 $ 278.5 $ 225.2 
Gas Transniission and Storage Operations 227.0 208.1 167.9 1.33.3 

2007E 2006 2005 2004 

Electric Operations 236.8 1.51.2 135.6 154.0 
Other Opeiations 3.9 5.7 17.0 10.9 
Total $ 801.1 $ 648.4 $ 599.0 $ 523.4 

For 2006, capital expenditures and certain other investing activities were $648.4 million, an increase of $49.4 million over 2005. This increase 
was primarily due to incremental pipeline expenditures at the Gas Transmission and Storage Operations segment including pipeline integrity 
costs to comply with the DOT’s Integrity Management Rule as well as increased expenditures to update electric generation assets. 

Tlie Gas Distribution Operations segment’s capital program in 2006 included new business initiatives to extend service to new areas and 
develop future markets though new services that may be added to the existing business and to create a potential new pool of customers, as well 
as expenditures to ensure safe, reliable and improved service to customers and modernize and upgrade facilities. The Gas Transmission and 
Storage Operations segment invested primarily in inadeiiiizing and upgrading facilities including investments to comply with DOT’s Integrity 
Management Rule. Tlie Gas Transmission and Storage Operations segment also invested in new business initiatives to maintain and expand 
market share in stoiage and interstate transportation by meeting the demands of consumers who will use gas for electric power geiieration and 
meeting the needs of existing, new or growing customers through the construction of significant new facilities, either wholly-owned by 
NiSource or in partnership with other qualified project participants. The Electric Operations segment capital program included improvements 
related to the operational integrity of generation, transmission and distribution assets, expenditures related to environmental compliance 
regarding NOx reduction, and additions to electric distribution systems related to new business. Capital expenditures in the Other Operations 
segment mainly comprise partnership investments and enterprise-wide information technology infrastructure improvement. 

For 2007 the projected capital program and certain other investing activities are expected to be $801.1 million, which is approximately 
$152.7 million higher than the 2006 level. This higher spending is mainly due to expenditures to overhaul certain electric generation units 
within the Electric Operations segment, modernizing and upgrading facilities at certain distribution companies and an increase in expenditures 
for key market area growth projects primarily within Gas Transmission and Storage Operations. The program is expected to be funded via a 
cornbination of cash flow from operations and new long-tern1 debt issuances during 2007. 
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Financing Activities 
On July 29, 2003, NiSource filed a shelf registration statement with the SEC to periodically sell up to $2.5 billion in debt securities, coimnon 
and pi.eferred stock, and other securities. The regisbation statement became effective on August 7, 2003, which when combined with 
NiSource’s pre-existing shelf capacity, provided an aggregate $2.8 billion of total issuance capacity. As of December 3 1, 2006, NiSource’s 
remaining shelf capacity was $850 million. 

Long-term Debt. During 2006, NiSource funded the redemption of $434.4 million of long-term debt with cash from operations and an increase 
of short term borrowings. NiSource decided not to issue new long-teim debt until the strategic and financial review is completed. The review is 
expected to be completed in early 2007. 

During November 2006, NiSource redeemed $144.4 million of its senior debentures with an interest rate of 3.628%. Also during 
November 2006, NiSource Finance redeemed $250.0 niillion of its unsecured notes with an interest rate of 3.20%. 

During May 2006, NiSource redeemed $25,0 million of Capital Markets medium-teim notes, with an average interest rate of 7.50%. 

During April 2006, NiSource redeemed $15.0 million of Capital Markets medium-term notes, with an average interest rate of 7.75% 

On November 29, 2005, Columbia redeemed $1 “1 billion of its senior unsecured notes that became callable on November 28, 2005, having an 
average interest rate of 7.34%. On November 28, 2005, Columbia redeemed $281 .5 million of its senior unsecured notes with an average 
interest rate of 6.80%. The associated charges included an $86 million non-cash charge relating to the write-off of the unamortized portion of a 
fair market value adjustment made at the time of the NiSource Columbia merger, an $8 million non-cash charge associated with the 
unamortized portion of swap termination charges, and a $14 million cash charge for call premiums, all of which were charged to loss on early 
extinguishment of long-term debt. 

On November 28, 2005, NiSource Finance issued, in the private placement market, $900 million in unregistered senior unsecured notes in four 
tranches: $3 15 inillion of 7-year notes at a coupon rate of 5.21%; $230 million of 10-year notes at a coupon rate of 5.36%; $90 inillion of 11- 
year notes at a coupon rate of 5.41%; and $265 million of 20-year notes at a coupon rate of 5.89%. The proceeds, along with other funding 
sources, were used to refinance the above mentioned Columbia senior unsecured notes. 

On November 15, 2005, NiSource Finance redeemed $900 million of its senior unsecured notes having an average interest rate of 7.625%. 

On September 16,2005, NiSousce Finance issued $450 niillion of 5.25% 12-year unsecured notes that mature September 15, 2017 and 
$550 million of 5.45% 15-year unsecured notes that mature September 15,2020. The proceeds were used in part to redeem $900 million of 
NiSource Finance notes due November 15, 2005. Contemporaneously with the pricing of the 5.25% and 5.45% notes, NiSource Finance 
terminated $900 million of forward starting swaps resulting in a $35.5 million payment to NiSource’s swap counterparties. The swap 
termination payments are being amortized over the life of the new debt issues, resulting in an effective interest rate of 5.67% and 5.88% 
1 espectively . 

During July 200.5, Northern Indiana redeemed $34.0 million of its medium-term notes with an average interest rate of 6.62%. 

During June 2005, Northern Indiana redeemed $39.3 million of its medium-teiin notes and Bay State redeemed $10.0 million of its medium- 
term notes with an average interest rate of 6.79% and 6.58%, respectively. 

During April 2005, NiSource redeemed $30.0 million of Capital Markets medium-term notes, with an average interest rate of 7.67% 

Ciunulathe Preferred Stock On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative prefeued stock, having a total 
redemption value of $81.6 million. 
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Credit Facilities. During July 2006, NiSource Finance amended its $1.25 billion five-year revolving credit facility increasing the aggi’egate 
commitment level to $1 .S billion, extending the termination date by one year to July 201 1, and reduced the cost of borrowing. The amended 
facility will help maintain a reasonable cushion of short-term liquidity in anticipation of continuing volatile natural gas prices. During 
November 2006, NiSource Finance entered into a new $300 million three-month revolving credit agreement with Dresdner Kleiiiwort that 
expired February 15, 2007. 

NiSource Finance had outstanding credit facility borrowings of $1,193.0 million at December 31, 2006, at a weighted average interest rate of 
5.68%, and borrowings of $898.0 million at December 3 1, 2005, at a weighted average interest rate of 4.95%. The increase in short term 
borrowings was primarily due to the redemption of long-term debt during 2006. NiSource decided not to issue new long-term debt until the 
strategic and financial review is completed. The review is expected to be completed in early 2007. 

As of December 31, 2006 and December 3 1, 2005, NiSource Finance had $81.9 million and $101.6 nlillion of stand-by letters of credit 
outstanding, respectively. At December 31, 2006, $53.9 million of the $81.9 million total outstanding letters of credit resided within a sepaiate 
bi-lateral letter of credit arrangement with Barclays Bank that NiSource Finance obtained during February 2004. Of the reinaining 
$28.0 million of stand-by letters of credit outstanding at December 3 1, 2006, $24.6 million resided under NiSource Finance’s five-year credit 
facility and $3.4 million resided under an uncommitted arrangement with another financial institution. 

As of December 31, 2006, $S82.4 million of credit was available under both credit facilities. 

Debt Covenants. NiSource is subject to one financial covenant under both its five-year revolving credit facility and its three-month revolving 
credit agreement. NiSource must maintain a debt to capitalization ratio that does not exceed 70%. As of December 3 1, 2006, NiSource was in 
compliance with this financial covenant in both of its credit agreements. 

NiSource is also subject to certain other covenants under the revolving credit facilities. Such covenants include a limitation on the creation or 
existence of new liens on NiSource’s assets, generally exempting liens on utility assets, purchase money security interests, preexisting security 
interests and an additional asset basket equal to $150 million. An asset sale covenant generally restricts the sale, lease andor transfer of 
NiSource’s assets to no more than 10% of its consolidated total assets. The revolving credit facilities also include a cross-default provision, 
which triggers an event of default under the credit facility in the event of an uncured payment default relating to any indebtedness of NiSource 
or any of its subsidiaries in a principal amount of $50 million or more. 

NiSource’s bond indentures generally do not contain any financial maintenance covenants. However, NiSource’s bond indentures are generally 
subject to cross default provisions ranging from uncured payment defaults of $5 million to $50 million, and limitations on the incurrence of 
liens on NiSource’s assets, generally exempting liens on utility assets, purchase money security interests, preexisting security interests and an 
additional asset basket capped at either 5% or 10% of NiSource’s consolidated net tangible assets. 

Sale of Trade Accoiirits Receivables. On May 14, 2004, Columbia of Ohio entered into an agreement to sell, without recourse, substantially all 
of its trade receivables, as they originate, to CORC, a wholly owned subsidiary of Columbia of Ohio. CORC, in turn, is party to an agreement, 
also dated May 14, 2004, under the terns of which it sells an undivided percentage ownership interest in the accounts receivable to a 
coinmercial paper conduit. The agreement, which had a scheduled expiration date of May 12, 2006, was extended for another year to May 11, 
2007. The agreement was further amended on July 1, 2006 increasing the program limit from $300 million to $350 niillion and extending the 
expiration date to June 29, 2007. As of December 31, 2006, $184.3 million of accounts receivable had been sold by CORC. 

LJnder the agreement, Columbia of Ohio acts as adrmnistrative agent, by performing record keeping and cash collection fiinctions for the 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 
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On December 30, 2003, Northern Indiana entered into an agreement to sell, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiary of Northern Indiana. NRC, in turn, is party to an agreement under the term of which it sells an undivided 
percentage ownership interest in the accounts receivable to a commercial paper conduit. The conduit can purchase up to $200 millioii of 
accounts receivable under the agreement. NRC’s agreement with the commercial paper conduit has a scheduled expiration date of 
December 21, 2007, and can be renewed if mutually agreed to by both parties. As of December 3 1,2006, NRC had sold $189.7 million of 
accounts receivable. IJnder the arrangement, Northern Indiana may not sell any new receivables if Northern Indiana’s debt rating falls below 
BBB- or Baa3 at Standard and Poor’s and Moody’s, respectively. 

Under the agreement, Northern Indiana acts as administrative agent, performing record keeping and cash collection functions for the accounts 
receivable sold. Northern Indiana receives a fee, which provides adequate compensation, for such services. 

Credit Ratings. NiSource’s credit ratings continue to be affirmed by the major rating agencies. Moody’s Investors Services, Standard and 
Poor’s and Fitch Ratings all affirnied their ratings in December 2006. Moody’s Investors Services affiimed the senior unsecured ratings for 
NiSource at Bad, and the existing ratings of all other subsidiaries. Moody’s ratings outlook for NiSource and its subsidiaries is stable. 
Standard and Poor’s affiimed its senior unsecured ratings for NiSource at BBB, and the existing ratings for all other subsidiaries. Standard and 
Poor’s outlook for NiSource and all of its subsidiaries is stable. Fitch Ratings affirmed their BBB senior unsecured rating for NiSource and the 
BBB+ ratings for Columbia and Northein Indiana. Fitch’s outlook for NiSomce and all of its subsidiai,ies is stable. 

Certain TPC gas derivative agreements contain “ratings triggers” that require increased collateral if the credit ratings of NiSource or certain of 
its subsidiaries are rated below BBB- by Standard and Poor’s 01 Baa3 by Moody’s. The collateral requirement from a downgrade below the 
ratings trigger levels would amount to approximately $20 million to $25 million. In addition to agreements with ratings triggers, there are other 
gas derivative agreements that contain “adequate assurance” or “material adverse change” provisions. The collateral requirement for those 
agreements would amount to approximately $170 million to $175 million. 

Columbia Energy Services is the principal for two surety bonds issued to guarantee performance in two separate long-term gas supply 
agreements. The surety, in accordance with the terms of its indemnity agreements, required NiSource to post a letter of credit in the face 
amount of approximately $13 1 million, declining over time, to support the bonds. At December 3 1, 2006, the total amount of letters of ciedit 
required with respect to this transaction was $53.9 million. The agreement will expire on December 31, 2008. 

Columbia was the principal for surety bonds issued to guarantee performance under forward gas sales agreements. The surety bonds related to 
forward gas sales under agreements with Mahonia and had indemnity values, which declined over time and had ratings triggers based on 
Columbia’s credit rating. In the third quarter of 2005, these bonds expired. In February 2006, the forward sales agreements guaranteed by 
Columbia were completed. 
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Contractual Obligations. NiSource has certain contractual obligations requiring payments at specified periods. The obligations include long- 
term debt, lease obligations, energy commodity contracts and purchase obligations for various services including pipeline capacity and IBM 
outsourcing. The table below excludes all amounts classified as curient liabilities on the Consolidated Balance Sheets, other than current 
maturities of long-term debt and current interest payments on long-term debt. The total contractual obligations in existence at December 3 1, 
2006 and then maturities were: 

(117 l l l l / / l O l I S )  Total 2007 2008 2009 2010 201 1 After 
Long-term debt $ 5,240.8 $ 90.8 $ 33.5 $ 465.8 $1,015.1 $ 307.4 $3,328.2 
Capital leases 8.7 2.1 2.7 2.9 0.1 0.1 0.8 
Interest payments on long-term 

debt 2,576.2 335.4 319.0 3 14.0 279.5 199.7 1,128.6 

Energy commodity contracts 1221.3 511.6 252.7 194.3 68.4 38.9 155.4 
Service obligations: 

Pipeline service obligations 1,067.6 226.1 193.3 137.5 111.0 95.3 3 04.4 

Operating leases 223.7 47.2 42.5 33.6 26.5 21.8 52.1 

IBM service obligations 1,343.2 163.3 164.8 165.0 167.1 161.0 522.0 
Othei service obligations 403 .O 84.9 80.4 36.2 28.4 28.8 144.3 

Total contractual obligations $12,084.5 $1,461.4 $1,088.9 $1,349.3 $1,696.1 $ 853.0 $5,635.8 

NiSource calculated estimated interest payments for long-term debt as follows: for the fixed-rate debt, interest is calculated based on the 
applicable rates and payment dates; for variable-rate debt, interest rates are used that are in place as of December 3 1,2006. For 2007, NiSouice 
projects that it will be required to make interest payments of approximately $392 million, which includes $335.4 million of interest payments 
related to its long-term debt. At December 31, 2006, NiSource also had $1,193.0 million in short-term borrowings outstanding. 

NiSource’s subsidiaries have entered into various energy commodity contracts to purchase physical quantities of natural gas, electricity and 
coal. These amounts represent minimum quantities of these commodities NiSaurce is obligated to purchase at both fixed and variable prices. 

NiSource has pipeline service agreements that provide for pipeline capacity, transportation and storage services. These agreements, which have 
expiration dates ranging from 2007 to 2019, require NiSource to pay fixed monthly charges. 

In June 200.5, NiSource Corporate Services and IBM signed a definitive agreement to provide a broad range of business process and support 
services to NiSource. As part of this agreement, IBM will operate a broad range of business support functions for NiSource, including 
piocesses within the Human Resources, Finance and Accounting, Supply Chain (procurement), Customer Contact, Meter to Cash (billing and 
collections) and Information Technology areas. The agreement also includes a broad array of transformational consulting services and 
emerging technology expertise. The contract has a 10-year term and NiSource has the light to renew it for up to three additional yeais. 
NiSource will pay for the services under a combination affixed and variable charges. The variable charge component can fluctuate to reflect 
NiSource’s actual usage of service and service levels. Fees may be acljusted to reflect economic changes such as inflation or business changes 
that both parties agree to. 

Upon any termination of the agreement by NiSource for any reason (other than material breach by IBM), NiSource must pay IBM a 
termination charge that will include a breakage fee, repayment of IBM’s un-recovered capital investments, and IBM wind-down expense. This 
teiinination fee can be a material amount depending on the events giving rise to termination and the timing of the termination. 

NiSource’s other service obligations include agreements with certain rail companies, Pure Air and General Electric 

Northern Indiana has contracts with four major rail operators providing for coal transportation services for which there are certain minimum 
payments. These service contracts extend for various periods through 2009. 

Northern Indiana has a service agreement with Pure Air, a general partnership between Air Products and Chemicals, Inc. and First Air Partners 
L,P, under which Pure Air provides scnibber services to reduce sulfur dioxide emissions for LJnits 7 and 8 at the Bailly Generating Station. 
Services under this contract commenced on June 15, 1992, and 
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Northern Indiana pays for the services under a combination of fixed and variable charges. The agreement provides that, assuming various 
performance standards are met by Pure Air, a termination payment would be due if Northern Indiana terminated the agreement prior to the end 
of the twenty-year contract period. 

Whiting Clean Energy has a service agreement with General Electric for certain operation and maintenance activities for its cogeneration 
facility located at BP’s Whiting, Indiana refinery for which certain minimum fees are required. The agreement extends though 2023 I The 
agreement provides for a $10 million termination penalty to be paid by Whiting Clean Energy to General Electric to buy out or otherwise 
terminate the agreement. 

Due to strong equity markets, the fair value of NiSource’s pension fund assets as of September 30, 2006, have increased for the fourth year in  a 
row. Additionally, $1 6.0 million in employer contributions were made during the 2006 plan year to certain of NiSource’s qualified and non- 
qualified pension plans. NiSource expects market returns to revert to normal levels as demonstrated in historical periods and expects to 
contribute approxiinately $50.4 million in 200‘7 to certain pension plans. NiSource expects to recognize net pension income in 2007 of 
approxiniately $4 million, mainly due to favorable asset returns. In addition, NiSource expects to nialte contributions of $52.3 million to its 
postretirement medical and life plans in 2007. See Note 11, “Pension and Other Postretirement Benefits,” in the Notes to Consolidated 
Financial Statements for more information. 

NiSource also has obligations associated with various taxes and expects to make tax payments of approximately $546 million in 2007 

Off Balance Sheet Items 

As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing financial or perfomlance assurance to 
third parties on behalf of certain subsidiaries. Such agreements include guarantees and stand-by letters of credit. 

NiSource has issued guarantees that support up to approximately $634.4 million of commodity-related payments for its current subsidiaries 
involved in energy commodity contracts and to satisfy requirements under forward gas sales agreements of current and former subsidiaries. 
These guarantees were pr 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-I( 
CU-NT REPORT 

Pursuant To Section 13 OR 15(d) of The Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): December 21,2006 

NiSource Inc. 
--_.___-- 

(Exact name of registrant as specified in its charter) 

Comrrlission file number 00 1 - 161 89 

Delaware - 35-2 108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

801 East 86th Avenue 
Meiiillville, Indiana 46410 

(Address of principal executive offices) (Zip Code) 

Registrant’s telephone number, including area code (877) 647-5990 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions. 

Written communications pursuant to Rule 425 under the Securities Act (1 7 CFR 230.425) 

0 Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

0 Pre-conimencemeiit conmunications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2 (b)) 

C l  Pre-coimnencement conmunications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4 (c)) 
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ITEM 7.01. .mGUL.ATm.NEDDLCmUB 
On December 21, 2006 NiSaurce Inc. (the “Company”) announced it has reached a definitive agreement redefining the terms under which 
NiSource’s Whiting Clean Energy business unit will provide steam to BP. Attached as Exhibit 99.1 to this Report on Foim 8-K is the 
Company’s press release, dated December 21, 2006. 

The attached press release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, 
and Section 21E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or 
cut-rent expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it 
can give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially fiom those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially froin those indicated by such 
forwa1.d-looking statements include, but are not liniited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource’s businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness o f  NiSource’s outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and conmiodity market conditions; and counter-party credit risk. 

NiSource does not have, and expressly disclaims, any obligation to release publicly any updates or any changes in NiSource’s expectations 01 

any changes in events, conditions or circumstances on which any forward-looking statement is based. 

ITEM 9 01. FINANCIAL STATEMENTS AND EXHIBITS 

(d) Exhibits 

Exhibit 
Ntimber - Description 

99” 1 Press Release, dated December 21, 2006, issued by NiSource Inc. 
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SIGNA_TUES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this ieport to be signed on its behalf by the 
undersigned hereunto duly authoiized. 

NiSource Inc. 
(Registrant) 

Date: December 2 1, 2006 By: I s /  Jeffrey W. Grossman 
Jeffiey W. Grossman 

Vice President and Controller 
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Exhibit 
Numbei Description 

99" 1 Press Release, dated December 21,2006, issued by NiSource Inc. 

http://ir.iiisource.com/EdgarDetail.cfm?CompanyID=NI&CI~=llll7l1 &FID=950124-06-7741&SID=O ... 3/30/2007 



NISOURCE INC/DE (Fomi: %IC, Received: 12/21/2006 08:01:18) Page 6 of 8 

http ://ir.nisource.cor/EdgarDetail.cfm?Coi~paiiyID=NI&CIK= 1 1 1 17 1 1 &FID=95O 124-06-774 1 &SID=O,. . 313 0/2007 



NISOURCE INC/DE (Fommi: 8-I<, Received: 12/21/2006 08:Ol: 18) Page 7 of 8 

Exhibit 99.1 

FOR IM-MEDIATE RELEASE 
December 2 1, 2006 

FOR ADDITIONAL INFORMATION 
M d i a  Investors 
Kris Falzone Randy Hulen 
Vice President, Corporate Communications 

lclfalzo~ie@n:lsouce.co~~ xgliulen@nisource. com 

Director, Investor Relations 
(219) 647-5581 (219) 647-5688 

NiSource subsidiary Whiting Clean Energy reaches definitive agreement with BP 
MERRILLVILLE, Ind. - NiSource Inc. (NYSE: NI) today announced it has reached a definitive agreement redefining terms undei, which 
NiSource’s Whiting Clean Energy business unit (WCE) will provide steam to BP for its oil refining process. 

WCE is a 525-megawatt combined-cycIe gas cogeneration facility located on the BP Whiting Refinery property in Whiting, Ind., that produces 
electricity to sell into the Midwest wholesale market and provides steam to BP. 

“This agreement meets the needs of a veiy important customer, while strengthening NiSource’s platforni for achieving long-teim, sustainable 
growth,” said NiSource President and Chief Executive Officer Robert C. Skaggs, Jr. “The terns should significantly improve the financial 
perfoiinaiice of WCE beginning in 2007 and over the longer term, and will enable the plant to operate more competitively as a merchant power 
plant. 

“BP has demonstrated its strong commitment to our business relationship throughout this process as we have worked together to develop a 
solution that benefits all parties,” Sltaggs added. 

more-  
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NiSource subsidiary Whiting Clean Energy reaches definitive agreement with BP 
Page 2 

About NiSource 

NiSource Inc. (NYSE: NI), based in Menillville, Ind., is a Fortune SO0 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3 "8 million customers located 
within the high-demand energy coiridor stretching from the Gulf Coast tiu-ough the Midwest to New England. Infoimation about NiSouice and 
its subsidiaries is available via the Internet at www.nisource.com. NI-F 

Fo-r.ward-Lookine Statements 
This news release includes forward-looking statements within the meaning of Section 27A of tlie Securities Act of 1933, as amended, and Section 21 E of the Securities Exchange 
Act of 1934, as amended Those statements include statements regarding h e  intent, belief 01 current expectations of NiSource and its management Althoiigh NiSource believes 
that its expectations ale based 011 reasonable assumptions, it can give no assurance that its goals will be achieved Readers are cautioned that the forward-looking statements in this 
presentation ale not guarantees of future performance and involve a number of rislts and uncertainties, and that actual results could diffei materially fiom those indicated by sticli 
forward-looking stittements lnipoitant factors that could cause actual results to differ materially from those indicated by such fol-ward-looking statements include, but ale not 
limited to, tlie following: weather; fluctuations in supply and demand foi- energy commodities; giowth opportunities for NiSotirce's businesses; increased competition in  
deiegtilated energy mal keg; the siiccess of regulatoiy and commercial initiatives; dealings with tliiid pal ties over whom NiSotiice lias no control; tlie effectiveness of NiSotirce's 
outsouicing initiative; actual operating experience of NiSource assets; tlie regulatoiy process; regulatory and legislative changes; changes in general economic, capital and 
commodity mal ket conditions; and counter-party ciedit risk 

### 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant To Section 13 OR 15(d) of The Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): November 28,2006 

NiSource .- Inc. 
(Exact name of registrant as specified in its charter) 

Commission file number 00 1-1 6 189 

Delaware 3.5-2 108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

801 East 86th Avenue 
Merrillville, Indiana 464 10 

(Address of principal executive offices) (Zip Code) 

Registrant’s telephone number, including area code (877) 647-5990 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions. 

0 Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.42.5) 

0 Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

0 Pre-commencement Communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2 (b)) 

0 Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4 (c)) 
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ITEM 1.01. ENTRY INTO A MA.TEU.AL DEFINITIVE 
On November 28, 2006, NiSource Inc. (the “Company”) entered into tlie First Amendment (the “First Amendment”) to the Rights Agreement 
dated as of November 1, 2000 (“Rights Agreement”). Under the Rights Agreement, each share of common stock of the Company had 
associated with it a right, upon the occurrence of certain events, to purchase one one-hundredth of a share of Series A Junior Participating 
Preferred Stock until the close of business on tlie earliest of certain dates, including the date of March 10, 2010 (the “Final Expiration Date”). 
Under the First Amendment, the Company has amended the definition of the Final Expiration Date to be November 29, 2006. In connection 
with tlie First Aniendnient, the Board also amended its Carporate Governance Guidelines in the manner discussed under Item 8.01 below to 
establish a policy with respect to shareholders rights plans. A copy of the First Amendment is attached as Exhibit 10.1 to this filing. 

Item 1.01 is incorporated herein by reference 

ITEM 3.03. MATERIAL MODIFICATIONS 30-MGHTS OF-SECURITY HOLDERS. 

Item 1.01 is incoipoiated herein by reference. As a result of the First Amendment, the rights associated with tlie Company’s cominon stock will 
expire at the close of business on November 29, 2006. 

ITEM 5.02. DEPARTURE OF DIRECTORS OR CERTAIN OFFICERS; ELECTION OF DIRECTORS; APPOINTMENT OF CERTAIN 

On Novetlibel 28, 2006, Gaiy L Neale, Chaii-rnan and former president and chief executive officei, infoiined tlie Board of Directois of his 
decision not to stand foi ieelection to the Boaid of Directors at the Company’s annual meeting of shaieholders in May 2007 MI Neale also 
iequested that a successor be appointed as chairman, as more fully described in Item 8.01 below. 

OFFLCEIS; COMPENSATORY ARRANGEMENTS OF CERTAIN OFFICERS. 

ITEM 5.02. AMENDMENTS TO ARTICLES OF INCORPORATION OR BYLAWS; CHANGE IN FISCAL YEAR. 

On November 28, 2006, the Company’s Corporate Governance Committee and Board of Directors determined that it would be appropriate to 
implement a majority vote process for future non-contested elections for ineinbers of the Board of Directors. To implement this decision, it was 
necessary for tlie Board of Directors to adopt certain revisions to the Company’s Bylaws, which changes were approved on November 28, 
2006. The Board amended section (a) of Article V of tlie Bylaws, by adding the following sentence to the end of that section: 

Directors shall be elected by a plurality of the votes of the shares present in person or represented by proxy at a meeting of the stockholders 
and entitled to vote on tlie election of directors. However, in any election of directors in which only the holders of comnion stock are 
entitled to vote and in which the only nominees are those recommended by the Board of Directors, a nominee may only be elected if tlie 
votes cast in favor of such nominee exceed tlie votes cast against such nominee. 

The Board also amended its Corporate Goveiiiance Guidelines in the manner discussed under Item 8.0 1 below to require incumbent directors 
who have been nominated for re-election to tender a conditional resignation that may be acted oil by the Board of Directors if tlie votes against 
the director’s election exceed the votes in favor of the director’s election. 

A copy of the Company’s Bylaws as amended and restated through the date of this most recent amendment is attached as Exhibit 3.1 to this 
filing. The Company’s revised Corporate Governance Guidelines are available on its website: www,nisource.com. 
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ITE-M 5 .O$. AMENDMENTS TO THE REGISTRANT’S CODE OF ETHICS OR W-MVAIEA PROVISION-OF THE CODE OF 
ETHJCS. 

On November 28, 2006, the Company’s Boaid of Directors amended its Code of Ethics that applies to directois and executive officers of the 
Company. The amendments made minor changes that are designed to make the Code of Ethics consistent with recent changes to disclosure 
rules with respect to related party transactions adopted by the United States Securities and Exchange Coinmission. A copy of the Code of 
Ethics may be found on the Company’s website: www.nisource.com. 

ITEM 8.01. OTHER EVENTS. 

On November 28, 2006, Mr. Neale requested that a successor be appointed as chairman. In accordance with this request, the Board of Directors 
named Ian M. Rolland non-executive Chaiiman of the Board of Directors. In connection with these changes, Mr. Neale and the Company 
entered into an amendment dated November 28, 2006 to his letter agreement dated May 23, 200.5, changing the end of the tenn of tlie letter 
agreement to May 8, 2007 and providing that certain fees otlieiwise payable on or before July 10, 2007 be paid on January 3, 2007. A copy of 
the amendment is attached as Exhibit 10.2 to this filing. On November 28, 2006, Mr. Rolland resigned as chair of the Audit Committee, and 
Dennis E. Foster, a director and a member of the Audit Cornittee,  was named chair of the Audit Committee by the Board of Directors. On 
November 28, 2006 the Company issued a press release announcing these changes in leadership. A copy of that press release is attached as 
Exhibit 99.1 to this filing. 

On November 28, 2006, the Board of Directors amended the Company’s Corporate Governance Guidelines by adding the following Section 13: 

H. Policy Statement on Stockholder Rights Plans 

The Company does not cui-rently have a stocldiolder rights plan. In the future, the Board will adopt a stockholder rights plan only if either: 

(1) Stockholdeis have approved the adoption of the plan; or 

(2) The Board, in the exercise of its fiduciary responsibilities, deteimines that, under the circumstances then existing, it is in the best 
interest of stockholders for the Company to adopt a plan without the delay that would result from seeking stockholder approval; provided 
that such a plan would be subject to a ratification vote of the stockholders within twelve months of adoption or expire. 

If the Board adopts a plan under (2) above and tlie plan is not approved by a majority of stockholders who vote on tlie ratification of the 
plan, then the plan will immediately terminate. 

On November 28, 2006, the Board of Directors amended the Company’s Corporate Governance Guidelines by adding the following subsection 
10 to section A: 

10. Resignation of Incumbent Directors. Each director who is recommended for reelection by tlie Board in an election in which the only 
nominees are those who have been recommended by the Board must execute a conditional resignation, effective only if both (a) tlie votes 
against his or her election exceed tlie votes in favor of his or her election (a “failed reelection”) and (b) such resignation is subsequently 
accepted by the Board. Any failed reelection will be referred to the Corporate Governance Committee, which will make a recommendation 
to the Board as to whether to accept or reject the resignation. The Board will make a deteimination and publicly disclose its decision, the 
rationale for tlie decision and the directors who participated in the process within 90 days after the election. 
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The Board expects the director who has had a failed reelection to abstain from participating in the Corporate Governance Conmittee or 
Board discussion or vote regarding whether to accept his or her resignation offer. A director who has had a failed ieelection may 
participate in discussions or votes with respect to other directors who have had a failed reelection. 

On November 28, 2006, the Company amended its Executive Severance Policy to extend the teiin of the policy through Decembei 3 1, 2007, A 
copy o f  the Executive Severance Policy, as amended, is attached as Exhibit 10.3 to this filing. 

On November 28,2006, the Board of Directors authorized the Company to modify the NiSource Corporate Incentive Plan to allow foi a 
reduced incentive payment under that plan provided that a newly established trigger is met for the fiscal yea1 2006. 

ITEM 9.01. FINANCIAL STATEMENTS AND EXHIBITS. 

(d) Exhibits 

E X l l l b l  t 
N timbei Desciiption 

3.1 
10.1 

10.2 
10.3 
99.1 

Bylaws of NiSource Inc., as amended and restated through November 28,2006. 
First Amendment, dated as of November 28, 2006, to the Rights Agreement, dated November 1, 2000, between NiSource Inc. and 
MelIon Investor Services LLC, fWa ChaseMeIlon Shareholder Services, L.L.C., as rights agent. 
Amendment, dated November 28, 2006, to Letter Agreement between NiSource Inc. and Gary L. Neale dated May 23, 2005. 
NiSource Inc. Executive Severance Policy, effective as of June 1, 2002, as amended effective November 28,2006. 
Press release issued on November 28, 2006. 
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SIGNATURES 

Pursuant to the requirernents of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: November 29, 2006 BY: . /SI Jeffrey W. Grossnian 
Jeffrey W. Grossman 

Vice President and Controller 
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Exhibit 
Number Description 

3.1 
10.1 

10.2 
10.3 
99.1 

Bylaws of NiSource Inc., as amended and restated through November 28, 2006. 
First Amendment, dated as of November 28, 2006, to the Rights Agreement, dated November 1, 2000, between NiSource Inc. and 
Mellon Investor Services LL,C, f/Ma ChaseMellon Shareholder Services, L.L,.C., as rights agent. 
Amendment, dated November 28, 2006, to Letter Agreement between NiSource Inc. and Gaiy L. Neale dated May 23, 2005. 
NiSource Inc. Executive Severance Policy, effective as of June 1, 2002, as amended effective November 28, 2006. 
Press release issued on November 28, 2006. 
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NISOURCE INC. 

AMENDED AND RESTATED 
BY-LAWS 

As Amended through November 28,2006 
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AMENDED AND RESTATED 

BY-L,AWS 

OF 

NISOURCE INC. 

ARTICLE I 

SEAL 
The corporate seal of the Corporation shall consist of a metallic stamp circular in form, bearing in its centei the figures “2000” and the 

words “Incorporated” and “Delaware” and on the outer edge the name of the Corporation. 

ARTICLE I1 

OFFICES 

The location of the Corporation’s principal office shall be at 801 East 86th Avenue, in the Town of Merrillville, County of Lake, iii the State 

The Corporatioii may, in addition to its principal office in the State of Indiana, establish and inaintain an office or offices in  such other states 

The books, documents, and papers of the Corporation, except as may be otherwise required by the laws of the State of Delaware, may be 

of Indiana. 

and places as the Board of Directors may from time to time find necessary or desirable. 

kept outside of the said State at such places as the Board of Directors may from time to time designate. 

ARTICLE I11 

~ _ _ _ ~  CAPITAL STOCK 

Every stockholder shall be entitled to have a certificate, signed by, or in the name of the Corporation by, the Chairman, the President or a 
Vice President and the Treasurer or an Assistant Treasurer or the Secretary or an Assistant Secretary of the Corporation, certifying the number 
of shares owned by him in the Corporation; provided, however, that any such signature on the certificate may be a facsimile. I n  case any officer 
or officers, Transfer Agent or Registrar who shall have signed, or whose facsimile signature or signatures shall have been used on any such 
certificate or certificates shall cease to be such officer or officers of the Corporation, Transfer Agent or Registrar, whether because of death, 
resignation or otherwise, before such certificate or certificates shall have been delivered by the Corporation, such certificate or certificates may 
nevertheless be issued and delivered as though the person or persons who signed such certificate or certificates or whose facsimile signatule oI 
signatures shall have been used thereon had not ceased to be such officer or officers of the Corporation, Transfer Agent or 

littp://ir.nisource.com/EdgarDetail.cfm?CompanyID=NI&CIK=llll7 1 1&FID=9501~7~-06-1~006&SID= ... 3/30/2007 
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Registrar. Such certificates shall be transferable on the stock books of tlie Corporation in person or by attorney, but, except as hereinafter 
provided in the case of loss, desh-uctioii or mutilation of certificates, no transfer of stock shall be entered until the previous certificate, if any, 
given for the same shall have been surrendered and canceled. 

The person in whose name shares of stock stand on the books of the Corporation shall be deemed tlie owner thereof for all purposes as 
regards the Corporation. 

The Board of Directors may make such rules and regulations as it may deem expedient, not inconsistent with these By-Laws, concerning the 
issue, transfer and registration of certificates for shares of the capital stock of the Corporation. It may appoint one or more Transfer Agents or 
one or more Registrars or both, and may require all certificates of stock to bear the signature of either or both. 

adjournment thereof, or to express consent to corporate action in writing without a meeting, or entitled to receive payment of any dividend or 
other distribution or allotment of any rights, or entitled to exercise any rights in respect of any other change, conversion or exchange of stock or 
for the purpose of any other lawful action, the Board of Directors niay fix in advance a record date, which shall not be inore than sixty nor less 
than ten days before the date of sucli meeting, nor more than sixty days prior to any other action. If in any case involving the determination of 
stockholders for any purpose other than notice of or voting at a meeting of stockholders the Board shall not fix such a record date, the record 
date for determining stockholders for such puipose shall be the close of business on the day on which tlie Board shall adopt the resolution 
i,elating thereto. A determination of stockholders entitled to notice of, or to vote at, a meeting of stockholders, shall apply to any adjournment 
of the meeting; provided, however, that the Board may fix a new record date for the adjourned meeting. 

In  case of loss, destruction or mutilation of any certificate of stock, another may be issued in its place upon proof of such loss, destruction or 
mutilation and tipon the giving to the Corporation of a bond sufficient to indeinnify the Corporation, its Transfer Agents and Registrars, against 
any claim that may be made against it or them on account of the alleged loss or desh-uction of any such certificate or the issuance of such new 
certificate; provided, however, that a new certificate may be issued without requiring any bond when, in tlie judgment of the Bead of 
Directors, it is proper so to do. 

In order that the Corporation may determine the stockholders entitled to notice of, or to vote at, a meeting of stockholders or any 

ARTICLE IV 

_-___~__--_______I__ STOCKHOLDERS’ MEETINGS 

(a) All meetings of the stockholders shall be held at such place, either within or without the State of Delaware, as the Board of Directors 

(b) The annual meeting of the stockholders of the Corporation, for the election of Directors and for the transaction of such other business as 

shall determine, The place at which any given meeting shall be held shall be distinctly specified in the notice of such meeting. 

may come before the meeting, shall be held on the second Tuesday in May of each year, at ten o’clock in tlie morning, unless such day shall 
fall on a legal holiday, in which event the annual meeting shall be held on the day following. Such date and time of meeting may be changed by 
action of the Board of Directors. 

(c) Special meetings of stockholders of tlie Corporation may be called only by the Board of Directors pursuant to a resolution adopted by a 
majority of the total number of authorized directors (whether or not there exist any vacancies in previously authorized directorships at tlie time 
any such resolution is presented to the Board for adoption). 
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(d) If the aiuiual meeting of the stockholders is not held as herein prescribed, the election of Directors may be held at any meeting thereaftel 

(e) Notice of the annual and of all special meetings of tlie stockholders shall be given each holder of stock of the Coiyoration having power 

called pursuant to these By-L.aws. 

to vote at such meeting by depositing in the IJriited States inail a written or printed notice of the same not less than ten nor inore than sixty days 
prior to the meeting, with postage prepaid, to each such stockholder of record of the Corporation and addressed to hiin at his address as 
registered upon the books of the Corporation. Except in special cases where other provision is made by statute, no publication of any notice of 
a meeting of stockholders shall be required. Every notice of a meeting of stocldiolders shall state the place, date and hour of the meeting and, in  
tlie case of a special meeting, the purpose or purposes for which the meeting is called. Notice of any meeting of stockholders shall not be 
required to be given to any stockholder who shall attend such meeting in person or by proxy except a stockholder who shall attend such 
meeting for tlie express purpose of objecting, at the beginning of the meeting, to the transaction of any business because the meeting was not 
lawfully called or convened. Except where otherwise required by statute for an adjoumment exceeding thirty days or if a new record date is 
fixed for the adjounied meeting, notice of any adjourned meeting of the stockholders of the Corporation shall not be required to be given if the 
time and place thereof are announced at the meeting which is adjourned. 

It shall be the duty of the officer who shall have charge of tlie stock ledger of the Corporation to prepare and make, at least ten days before 
every meeting of stocldiolders, a complete list of the stocldiolders entitled to vote at said meeting, arranged in alphabetical order, showing their 
addresses of record and tlie number of shares held by each. Such list shall be open to the examination of any stockholder, for any puiyose 
germane to the meeting, for a period of at least ten days prior to the meeting: (i) on a reasonably accessible electronic network, provided that 
tlie infoination required to gain access to such list is provided with the notice of tlie meeting, or (ii) during ordinaiy business hours, at the 
principal place of business of the Corporation. In the event that the meeting is to be held at a place other than the Corporation’s principal place 
of business, then the list shall be produced and kept at the time and place of tlie meeting during tlie whole time thereof, and may he inspected 
by any stockholder who is present. If tlie meeting is to be held solely by means o f  reniote communication, then the list shall also be open to the 
examination of any stocldiolder during the whole time of the meeting on a reasonably accessible electronic network, and the information 
required to access such list shall be provided with the notice of the meeting. 

( f )  The holders of a inajority of tlie stock issued and outstanding and entitled to vote thereat, present in person, or represented by proxy, 
shall be requisite and shall constitute a quorum at all meetings of the stockholders for the transaction of any business except as otherwise 
provided by law, by the Certificate of Illcorporation or by these By-Laws. If, however, such majority shall not be present or represented at any 
meeting o f  the stockholders, the stockholders entitled to vote thereat present in person or by proxy shall have power to adjourii tlie meeting 
froin tinie to time. At any such adjourned meeting at which tlie requisite amount of voting stock shall be represented any business may be 
transacted which might have been transacted at the meeting as originally called. 

but no proxy shall be valid after three years from tlie date of its execution, unless a longer tinie is expressly provided therein. Without limiting 
the manner in which a shareholder may authorize another person or persons to act for such shareholder as proxy pursuant to tlie foregoing 
sentence, a shareholder may validly grant such authority (i) by executing a writing authorizing another person or persons to act for such 
stockholder as proxy or (ii) by authorizing another person or 

Each stockholder entitled to vote at a meeting of stockholders may authorize another person or persons to act for such stockholder by proxy, 
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persons to act for such stockholder as proxy by tsansrnitting or authorizing the transmission of a telegram, cablegram, or other means of 
electronic submission to the person who will be the holder of the proxy or to a proxy solicitation film, proxy support seivice organization or 
similar agency duly authorized by the person who will be the holder of the proxy to receive the submission, provided that any such telegram, 
cablegram 01 other means of electronic submission must either contain or be accompanied by information from which it can be determined that 
the telegram, cablegram or other electronic submission was transmitted by or authorized by the stockholder, or by any other method allowed 
under the Delaware General Cosporation Law. 

(g) Any action required or peimitted to be taken by the stockholders of the Cosporation must be effected at a duly called annual or special 
meeting of stockholders of the Corporation and may not be effected by any consent in writing by such stockholders, 

(11) At any annual or special meeting of stockholders, persons nominated for election as directors by stockholders and the proposal of 
business to be considered by the stockholders shall be entertained only if advance notice thereof has been timely given as provided herein and 
such proposals or nominations are otherwise proper for consideration under applicable law and the Cei-tificate of Incorporation and By-L,aws of 
the Corporation. Notice of any proposal to be presented by any stockholder or of the name of any person to be nominated by any stockholder 
for election as a director of the Corporation at any meeting of stockholders shall be delivered to the Secretary of the Corporation at its principal 
executive office not less than 90 nor more than 120 days prior to the date of the meeting; provided, however, that if the date of the meeting is 
first publicly announced or disclosed (in a public filing or otheiwise) less than 100 days prior to the date of the meeting, such advance notice 
shall be given not more than ten days after such date is first so announced or disclosed. Public notice shall be deemed to have been given more 
than 100 days in advance of the annual meeting if the Corporation shall have previously disclosed, in these By-L,aws or otherwise, that the 
annual meeting in each year is to be held on a determinable date, unless and until the Board determines to hold the meeting on a different date. 
Any stockholder who gives notice of any such proposal shall deliver therewith the text of the proposal to be presented and a brief written 
statement of the reasons why such stockholder favors the proposal and setting forth such stockholder’s name and address, the number and class 
of all sliares of each class of stock of the Corporation beneficially owned by such stocldiolder and any material interest of such stocldiolder in 
the proposal (other than as a stockholder). Any stockholder desiring to nominate any person for election as a director of the Corporation shall 
deliver with such notice a statement in writing setting forth the name of the person to be nominated, the number and class of all sliares of each 
class of stock of the Corporation beneficially owned by such person, the infoimation regarding such person required by paragraphs (a), (e) and 
( f )  of Item 401 of Regulation S-K adopted by the U S .  Securities and Exchange Commission (or the corresponding provisions of any 
regulation subsequentIy adopted by the U 3 ,  Securities and Exchange Conunission applicable to the Corporation), such person’s signed consent 
to serve as a director of the Corporation if elected, such stockholder’s name and address and the number and class of all shares of each class of 
stock of the Cosporation beneficially owned by such stockholder. As used herein, shares “beneficially owned” shall mean all shares as to wliich 
such person, together with such person’s affiliates and associates (as defined in Rule 12b-2 under the Securities Exchange Act of 1934), may 
be deemed to beneficially own pursuant to Rules 13d-3 and 13d-5 under the Securities Exchange Act of 1934, as well as all shares as to 
which such person, together with such person’s affiliates and associates, has the right to become the beneficial owner pursuant to any 
agreement os understanding, or upon the exercise of warrants, options or rights to convert or exchange (whether such lights are exercisable 
immediately or only after the passage of time or the occurrence of conditions). The person presiding at the meeting, in addition to malting any 
other determinations that may be appropriate to the conduct of the meeting, shall detemiine whether such notice has been duly given and shall 
direct that proposals and nominees not be considered if such notice has not been given. 
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ARTICLE V 

BOARD OF DIR.ECTORS 

(a) The inanageinent of business and affairs of the Corporation shall be under the direction of a Board of Directors consisting of not less 
than nine ( 9 )  or more than twelve (12) persons, the exact number to be fixed from time to time exclusively by the Board of Directors pursuant 
to a resolution adopted by a nnjority of the total number of authorized directors (whether or not there exist any vacancies in previously 
authorized directorships at the time of any such resolution is presented to the Board for adoption). Each director who is serving as a director 
immediately following the annual meeting of stockholders on May 10, 2006 shall hold office until the next annual meeting of stockholders 
following such date and until his or her successor has been duly elected and qualified, notwithstanding that such director may have been elected 
for a term that extended beyond the date of such next annual meeting of stockholders. At each annual meeting of the stockholders of the 
Corporation after the annual meeting of stockholders on May 10, 2006, directors elected at such annual meeting shall hold office until the next 
annual meeting of stockholders and until their successors have been duly elected and qualified. Directors shall be elected by a plurality of the 
votes of the shares present in person or represented by proxy at a meeting of the stockholders and entitled to vote on the election of directois. 
However, in any election of directors in which only the holders of common stock are entitled to vote and in which the only noniiiiees are those 
recommended by the Board of Directors, a nominee may only be elected if the votes cast in favor of such nominee exceed the votes cast against 
such nominee. 

(b) Any director of the Corporation may resign at any time by giving written notice thereof to the Corporation. Such resignation shall take 
effect at the time specified therefor, and unless otherwise specified with respect thereto the acceptance of such resignation shall not be 
necessary to make it effective. Subject to the rights of the holders of the Preferred Stock to elect directors under specified circumstances, any 
director, or the entire Board of Directors, may be removed from office at any time, but oiily for cause and only by the affiiniative vote of the 
holders of at least 80 percent of the combined voting power of all of the then outstanding shares of stock of all classes and series of the 
Corporation entitled to vote generally (the “Voting Stock”), voting together as a single class (it being understood that, for all purposes of these 
By-L,aws, each share of the Preferred Stock shall have the number of votes granted to it pursuant to the Corporation’s Certificate of 
Incorporation or any designation of terms of any class or series of Preferred Stock made pursuant to the Certificate of Incorporation). The 
Corporation must notify the director of the grounds of his impending removal and the director shall have an opportunity, at the expense of the 
Corporation, to present his defense to the stockholders by a statement which accompanies or precedes the Coiporation’s solicitation of proxies 
to remove him. The term “entire Board” as used in these By-Laws means the total number of directors which the Corporation would have if 
there were no vacancies. 

(c) Newly created directorships resulting from any increase in the autlioiized number of directors or any vacancies in the Board of Directors 
resulting from death, resignation, retirement, disqualification, removal from office or other cause rnay be filled only by a majority vote of the 
directors then in office, even though less than a quoium of the Board of Directors, acting at a regular or special meeting. If any applicable 
provision of the Delaware General Corporation Law expressly confers power on stockholders to fill such a directorship at a special meeting of 
stockholders, such a directorship rnay be 
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filled at such a meeting only by the affirmative vote of at least 80 percent of the Voting Stock of the Corporation; provided, however, that when 
(a) pursuant to the provisions of Article IV of the Certificate of Incorporation the holders of Preferred Stock have the right, and have exercised 
such right, to elect directors and (b) The Delaware General Corporation Law expressly confers on stockholders voting rights as aforesaid, if the 
directorship to be filled had been occupied by a director elected by holders of Common Stock, then such directorship shall be filled by an 
80 percent vote as aforesaid, but if such directorship to be filled had been elected by holders of Prefeil-ed Stock, then such directorship shall be 
filled by the majority vote of the holders of Preferred Stock. Any director elected in accordance with the two preceding sentences shall hold 
office until such director’s successor shall have been elected and qualified. No decrease in the authorized number of directois constituting the 
entire Board of Directors shall shorten the teim of any incumbent director. 

and every power granted to them in Article VI of the Certificate of Incoi-poration of the Corporation. 

at such times as the Board shall from time to time determine. 

(d) Without prejudice to the general powers conferred by subdivision (a) of this Article, the Board of Directors shall have and exercise each 

(e) Regular meetings of the Board of Directors shall be held at such office or offices, whether within or without the State of Delaware, and 

Special meetings of the Board of Directors may be called at any time by the Chief Executive Officer 01- the Chaiiman or, if both are 
incapacitated or unable to call such meetings, by any member of the Board of Directors. Such meetings may take place in the office of the 
Corporation in the State of Delaware or in such office or offices as the Directors may establish. 

( f )  Except as aforesaid, notice of all special meetings of the Board of Directors shall be given to each Director by five days’ service of the 
same by telegram, or telephone or letter or personally. Notice of any special meeting of the Board of Directors shall state the place and hour of 
the meeting, but need not state the purposes thereof. Notice of any meeting of the Board or of any committee need not be given to any Director 
if waived by him in writing, or by telegraph or cable, whether before or after such meeting be held, or if he shall be present at the meeting; and 
any meeting of the Board of Directors or of any Committee shall be a legal meeting without any notice thereof having been given, if all the 
members shall be present thereat. Notice of regular meetings of the Board need not be given. In the absence of written instructions from a 
Director designating some other address, notice shall be sufficiently given if addressed to him at his usual business address. 

of business at all meetings of the Board of Directors; but less than a quorum may adjourn the meeting. 

annual suni, or both, as the Board shall from time to time determine, together with his expenses of attendance at such meeting. 

of the Board. The Chaiiman shall, if present, preside at all meetings of the stockholders and at all meetings of the Board of Directors. If the 
Chairman is not present, the Lead Director shall preside at all meetings of the stockholders and the Board of Directors. The Chaiiman shall 
have such other responsibilities, and shall perform such duties, as may from time to time be assigned to him or her by the Board of Directors. 

(8) Except as provided in clause (c) of this Article, a majority of the total number of Directors shall constitute a quorum for the wansaction 

(11) Each Director of the Coiporation shall be entitled to receive such fixed sun1 per nieetiiig of the Board of Directors attended, or such 

(i) The Board of Directors may from time to time, but in no event less frequently than annually, elect from among its members a Chairman 

.... - . . .  . .  . . . . . . .-1%3z$,w . .  . 

http://ir.nisource.cor~E~garDetail.cfm?CompanyID=NI&CIK.=llll7l1&FID=950137-06-13006&SID= ... 3/30/2007 



NISOTJRCE INC/DE (Form: 8-IC, Received: 1 1/29/2006 16:24:33) Page 17 of 36 

(j) The Chairman shall be responsible, in consultatioii with the Chief Executive Officer, for setting an agenda for each meeting of the Board 
of Directors. 

ARTICLE VI 

COMMITTXB 

(a) The Board of Directors may from time to time, in its discretion, by resolutiori passed by a majority of the Board, designate, and appoint, 
fi-om tlie directois committees of one or more persons which shall have and may exercise such lawfully delegable powers and duties confened 
or authorized by the resolutions of designation and appointment. The Board of Directors shall have power at any time to change the members 
of any such committee, to fill vacancies, and to discharge any such committee. 

(b) Unless the Board of Directors shall provide otherwise, the presence of one-half of the total menibership of any committee of the Board 
of Directors shall constitute a quoiuni for the transaction of business at any meeting of such committee and the act of a majority of those 
present shall be necessary and sufficient for the taking of any action thereat. 

ARTICL,E VII 

OFFICERS 

(a) The officers of the Coiporation shall be tlie Chief Executive Officer, the President, the Presidents of the Corporation’s Business 
Segments, one or more Vice Presidents, tlie Secretary, and tlie Treasurer, who shall be elected by tlie Board of Directors, and may include tlie 
Controller, such additional Assistant Secretaries, Assistant Treasurers, and special subordinate officers as may from time to time be elected or 
appointed by the Board of Directors or appointed by the Chief Executive Officer. 

Any two of the above offices may be held by the same person except those of President and Secretary. 

The Chief Executive Officer or an officer designated by the Chief Executive Officer shall make a report on the state of tlie business of the 
Corporation at each annual meeting of stockholders. 

All of the officers of the Corporation shall hold office for one year and until others are elected or appointed and qualified in their stead, 
unless in the election or appointment of the officer it shall be specified that he holds his office for a shorter period or subject to tlie pleasure of 
the Board of Directors or the Chief Executive Officer. 

act of any officer of the Corporation, and of any person herein authorized to act in his place, tlie Board of Directors may froin time to time 
delegate tlie powers or duties of such officer to any other officer or any Director or other person whom they may select. 

over its several officers; subject, however, to the coiitrol of the Board of Directors. The Chief Executive Officer shall see that all orders and 
resolutions of the Board of Directors are carried into effect. The Chief Executive Officer shall perform such other duties as from time to time 
may be assigned by the Board of Directors. 

All vacancies in such offices by resignation, death or otherwise may be filled by the Board of Directors. In the case of absence or inability to 

(b) The Chief Executive Officer shall have general and active supervision and direction over the business and affairs of the Corporation and 
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(c) The President, the Presidents of the Corporation's Business Segments and the Vice Presidents shall perform such duties as the Chief 

( f )  The Treasurer shall have charge and be responsible for keeping full and accurate accounts of receipts and disbursements in books 

Executive Officer or the Board of Directors shall, from time to time, require. 

belonging to the Corporation, depositing all moneys and other valuables in the name and to the credit of the Corporation, in such depositaries 
as may be directed by the Board of Directors, disbursing the funds of the Corporation as may be ordered by the Board of Directors or the Chief 
Executive Officer taking proper vouchers therefor and rendering to the Chief Executive Officer and the Directors whenever they may require it 
an account of all his transactions as Treasurer and of the financial condition of the Corporation. 

The Treasurer shall also perform such other duties as the Board of Directors may from time to time require. If required by the Board of 
Directors, the Treasurer shall give the Corporation a bond in a forrn and in a sum with surety satisfactory to the Board of Directors for the 
faithful performance of the duties of the office of Treasurer and the restoration to the Corporation in the case of the officer's death, resignation 
or removal fiom office, of all books, papers, vouchers, money and other property of whatever kind in the officer's possession belonging to the 
Corporation. 

At the request of the Treasurer, or in the Treasurer's absence or inability to act, the Assistant Treasurer or, if there be more than one, the 
Assistant Treasurer designated by the Treasurer, shall perfoim the duties of the Treasurer and when so acting shall have the powers of and be 
subject to all the restrictions of the Treasurer. The Assistant Treasurers shall perform such other duties as niay from time to time be assigned to 
them by the Chief Executive Officer, the Treasurer or the Board of Directors. 

(g) The Secretary shall attend ail meetings of the Board of Directors and of the stockholders and act as Clerk thereof and record all votes and 
the minutes of all proceedings in a book to be kept for that purpose, and shall perfom like duties for the standing committees when iequired. 

The Secretary shall keep in safe custody the seal of the Corporation and, whenever authorized by the Board, affix the seal to any instrument 
requiring the same. 

The Secretary shall see that proper notice is given of all meetings of the stockholders of the Corporation and of the Board of Directors and 
shall perform such other duties as may be prescribed from time to time by the Board of Directors or the Chief Executive Officer. 

At the request of the Secretary, or in the Secretary's absence or inability to act, the Assistant Secretary or, if there be more than one, the 
Assistant Secretary designated by the Secretary, shall perform the duties of the Secretary and when so acting shall have all the powers of and be 
subject to all the restrictions of the Secretary. The Assistant Secretaries shall perform such other duties as may from time to time be assigned to 
them by the Chief Executive Officer, the Secretary or the Board of Directors. 

(11) Any officer of the Corporation may be removed, either with or without cause, at any time, by resolution adopted by the Board of 
Diiectois at a regular meeting oI at a special meeting of the Board called for that purpose, by any Committee upon whom such power of 
removal may be conferred by the Board of Directors or by a superior officer upon whom such power of removal niay be conferred by the Board 
of Directors I 
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ARTICLE VI11 

CONTRACTS, CHECICS, NOTES, ETC. 

(a) All contracts and agreements authorized by the Board of Directors shall, unless otherwise directed by the Board of Directors, or unless 
otherwise required by law, be signed by any one of the following officers: the Chief Executive Officer, the President, any President of a 
Business Segment, any Vice President, the Treasurer, the Secretary, any Assistant Treasurer or any Assistant Secretaiy, any othei person 
authorized by a resolution of the Board of Directors, and any other person authorized by the Chief Executive Officer, as evidenced by a written 
instrument of delegation. Any such authorization by the Board of Directors or the Chief Executive Officer shall remain in effect until rescinded 
by action of the Board of Directors or (in the case of a delegation by the Chief Executive Officer) by the Chief Executive Officer and, where it 
identifies the authorized signatory by office rather than by name, shall not be rescinded solely by virtue of a change in the person holding that 
office or a temporary vacancy in that office. All checks, drafts, notes, bonds, bills of exchange and orders for the payment of money (including 
orders for repetitive or non--repetitive electronic funds transfers) may be signed by any one of the Chief Executive Officer, the President, any 
President of a Business Segment, any Vice President, the Treasurer, any Assistant Treasurer or the Controller or in such manner as shall from 
time to time be deterniined by resolution of the Board of Directors. Further, the Treasurer is authorized to designate to the Corporation’s banks, 
in writing, individuals employed in the NiSource Corporate Services Company, who need not be officers or employees of the Corporation, to 
give in the name of the Corporation telephonic, telegraphic, or electronic transfer instructions for the payment of money, which niay, with 
respect to routine items, include instructions as to the amount to be transferred, to any bank, pursuant to previously issued written orders, 
signed by officers of the Corporation in any rnanner provided above, which designate the recipients of such amounts and which identify what 
shall be treated as routine items. 

(b) Anything in subdivision (a) of this Article VI11 to the contrary notwithstanding, the officers of this Corporation niay open in the name of 
the Corporation special accounts appropriately designated in which shall be deposited funds of the Corporation transferred from the 
Corporation’s other accounts by its checks signed in accordance with the requirements of subdivision (a) of this Article VIII, but from which 
special accounts funds may be disbursed by check, draft, or other instrument of the Coiporation designated as drawn against such special 
account and signed by the single signature of any one of the executive officers of the Corporation authorized by subdivision (a) of this 
Article VI11 to sign checks, drafts and other instruments of the Corporation or signed by the single signature of any other person expressly 
authorized by the Board to sign checks, drafts and other instruments disbursing funds from such special accounts. 

(c) Anything in subdivision (a) of this Article VI11 to the contrary notwithstanding, (i) bonds, notes, debentures and other evidence of 
indebtedness of the Corporation issued under an indenture may be executed in the name of the Coiyoration by the facsimile signature, printed, 
engraved or otheiwise used thereon, of the Chief Executive Officer, the President, any President of a Business Segment, any Vice President, 
the Treasurer or any Assistant Treasurer of the Couporation, and the corporate seal affixed thereto or inipressed, printed, engraved or otherwise 
reproduced thereon may be attested by the facsimile signature of the Secretary or an Assistant Secretary of the Corporation, provided that the 
indenture require the same to be authenticated by the trustee under such indenture, and (ii) interest coupons attached to any such bond, note, 
debenture or other evidence of indebtedness may be executed on behalf of the Corporation by the facsimile signature of the Treasurer or any 
Assistant Treasurer of the Corporation. 

ARTICLE IX 

FISCAL YEAR 

The fiscal year of the Corporation shall begin on the first day of January in each year. 
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ARTICLE X 

AMENDMENT OF BY LAW3 

These By-Laws may be amended, added to, rescinded or repealed at any meeting of the Board of Directors or of the stockholders, provided 
notice of the proposed change was given in the notice of the meeting or, in the case of a meeting of the Board of Directors, in a notice given not 
less than two days prior to the meeting; provided, however, that, notwithstanding any other provisions of these By-Laws or any provision of 
law which might otherwise permit a lesser vote or no vote, but in addition to any affirmative vote of the holders of any particular class or series 
of the Voting Stock required by law, the Certificate of Incorporation, any class or series of Preferred Stock or these By-Laws, the affiiniative 
vote of at least 80 percent of the total number of authorized directors (whether or not there exist any vacancies in previously authorized 
directorships at the time any such alteration, amendment or repeal is presented to the Board for adoption), shall be required to alter, amend 01 

repeal Article IV (c) , IV (g) , V (a) , V (b), V (c) , and V (g) of these By-Laws or this proviso to this Article X of these By-Laws. 
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Exhibit IO. I 

First Amendment to Rights Agreement, dated November 1,2000, between 
NiSource Inc. and Mellon Investor Services LLC, f/Ma ChaseMellon Shareholder 

Services, L.L.C., as rights agent 
THIS FIRST AMENDMENT (“First Amendment”), is dated November 28, 2006, and amends that certain Rights Agreement, dated 
November 1, 2000, between NiSource Inc. (“NiSource”) and Mellon Investor Services L,LC, flWa ChaseMellon Shareholder Services, L.L,.C., 
as I ights agent (the “Rights Agent”). 

Background 

A. 

B. 

NiSource and the Rights Agent entered into that certain Rights Agreement, dated November 1, 2000 (the “Rights Agreement”). 

Under Section 27 of the Rights Agreement, prior to the Distribution Date (as defined in the Rights Agreement), NiSource may 
supplement 01 amend the Rights Agreement without the approval of any holdeis of certificates representing Common Stock and Rights 
(as defined i n  the Rights Agreement). 

The Distribution Date has not occurred. 

NiSource and the Rights Agent desire to amend the Rights Agreement as provided in this First Amendment. 

C 

D. 

Agreement 

NOW, THEREFORE, in consideration of the promises and the mutual agreements set forth in this First Amendment, NiSource and the Rights 
Agent agree as follows: 

1,  Amendment of Section 7(a). Section 7(a) is deleted in its entirety and replaced with the following: 

(a) The registered holder of any Right Certificate may exercise the Rights evidenced thereby (except as otherwise provided herein) in 
whole or in part at any time after the Distribution Date, upon sunender of the Right Certificate, with the form of election to purchase 
on the reverse side thereof duly and properly executed, to the Rights Agent at the office of the Rights Agent, together with payment of 
tlie Purchase Price for each one one-hundredth of a share of Preferred Stock as to which the Rights are exercised, at or prior to the 
Close of Business on the earliest of (i) November 29, 2006 (the “Final Expiration Date”), (ii) the date on which the Rights are 
redeemed pursuant to Section 23, (iii) consummation of a transaction pursuant to Section 13(g) (such earliest date being herein 
referred to as the “Expiration Date”) or (iv) the time at which such Rights are exchanged pursuant to Section 24. 

2. Effectiveness. This First Amendment shall be effective on November 28, 2006. 
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3. 

Intending to be bound, NiSource and the R.ights Agent have executed this First Amendment as of November 28, 2006. 

NiSource Inc. 

Counterparts. This First Amendment may be executed in any number of counterparts and each such counterpart shall for all puiyoses be 
deemed to be an original, and all such counterparts together constitute but one and the same instmment. 

By: I s /  Gary W. Pottorff 
Vice President, Administration and Corporateecretary 

Mellon Investor Services LL,C, fllda ChaseMellon Shareholder Services, L.L,.C 

By: /s/ Thomas Blatchford 
Client Relationship Executive" 
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Exhibit 10.2 

November 28,2006 

Mr. Gary L,. Neale 
Chainnan 
NiSource Inc. 
801 E. 86 ti1 Avenue 
Mei-rillville, n\r 464 10 

Dear Gary: 

This letter agreement will modify the terms of the letter agreement between us dated May 20, 2005 governing your compensation as a non- 
employee director and Chairman of the Board of Directors of NiSource Inc. This amendment reflects your desire and the Board’s agreement 
that you resign as Chaiiman at the conclusion of the November 2006 Board of Directors meeting and not stand for reelection to the Board of 
Directors at the Annual Meeting of Shareholders in 2007. 

Termination”. In all other respects the provisions of the May 20, 2005 letter agreement will remain in full force and effect. 
This amendment amends and restates the paragraphs of the May 20, 2005 letter agreement captioned “Teim”, “Compensation”, and “Early 

The amended and restated provisions are set forth below: 

TeIzi The initial term of this letter agreement will be from July 1, 2005 through May 8, 2007. 

Compens.atio!i . You will be compensated at a rate of $50,000 per calendar quarter, or part thereof, through November 28, 2006 payable in 

Early_.Tgiinination I Notwithstanding the other provisions of this letter agreement, in the event of your death, or disability, or the 

ariears within ten days after the close of each such quarter and by a final payment of $100,000 on January 3,2007. 

termination of this letter agreement by mutual understanding, compensation, service credit and any other benefits will be provided on a pro rata 
basis, through the date of your death or disability or such termination, as applicable. 

Upon your acceptance and execution of this amendment it will become a binding agreement between you and NiSource Inc. 
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Sincerely, 

NiSOURCE INC. 

By: IsIRobei-t C. Skaggs 
Robert C. Skaggs, President 

Accepted by and agreed to this 28th 
day of November, 200G 

Is/ GayL. N d e -  __ - - __.. 

Gary L Neale 

cc: Ian M. Rolland, Chainnail 
Corporate Governance Committee 

Dr. Stephen C. Beering, Chairman 
Officer Nomination and Compensation Committee 
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Exhibit 10.3 

NiSource 
POLICY SUBJECT: Executive Severance Policy 

EFFECTIVE DATE: June 1,2002 

REVISED: November 28,2006 

P-urpose Tlie NiSource Executive Severance Policy (“Policy”) was established to provide Severance Pay and other benefits to terminated 
executive-level employees of NiSource Inc. and certain subsidiaries and affiliate corporations (“Conipany”) who satisfy the terms of the 
Policy. Benefits under the Policy shall be in lieu of any benefits available under the NiSource Severance Policy 01 any other severance 
plan or policy maintained by tlie Company or any Affiliate; provided however that benefits will not be payable under the Policy if the 
relevant ternlination of employment results in the employee being eligible for a payment under a Change in Control and Termination 
Agreement. The Policy is amended and restated effective November 28, 2006. 

A&1iipisnatio_n . The Policy is administered by the Officer Nomination and Compensation Conmittee of the Board of Directors of tlie 
Conipany (“Committee”). The Committee has the complete discretion and authority with respect to the Policy and its application. Tlie 
Committee reserves tlie right to interpret the Policy, prescribe, amend and rescind rules and regulations relating to it, deteiinine tlie terms 
and provisions of severance benefits and make all other determinations it deems necessary or advisable for tlie administration of the 
Policy. Tlie determination of the Committee in all matters regarding tlie Policy shall be conclusive and binding on all persons. The 
Committee may delegate any of its duties under the Policy to the Senior Vice President of Human Resources. 

Scope . The Policy will apply to all full-time or part-time regular, non-union employees of the Company and each of its affiliated entities 
(collectively, “Affiliates” and each an “Affiliate”) whose job scope level, as established by the Company, is D2 (or its equivalent) or 
above (“Participants”). 

EliFibility for Severarice Pay-. A Participant becomes entitled to receive severance pay (“Severance Pay”) only if he or she is terminated 
by an Affiliate for any of the following reasons, and the conditions described in Section 5 below are met: 

(a) 

(b) 

Tlie Pa1,ticipant’s position is eliminated due to a reduction in force or other restructuring. 

The Participant’s position is required by the Company to relocate more than SO miles from its current location and the Participant 
chooses not to relocate. 
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(c) The Participant’s employment is constructively terminated. Constructive termination means (1) the scope of the Participant’s 
position is changed materially or (2) tlie Participant’s base pay is reduced by a material aniount or (3) the Participant’s opportunity 
to earn a bonus under a short-terni cash incentive compensation plan of the Affiliates is materially reduced or is eliminated, and, in 
any such event, the Participant chooses not to remain employed in such position. If a Participant does not assert constructive 
terniiiiation within 14 days of being informed of a change described in (l) ,  (2) or (3) above, in a written instrument delivered to tlie 
Senior Vice President of Human Resources, such change will not be deemed a constructive termination. Tlie decision as to whether 
such a change constitutes constructive termination shall be made by the Committee, not tlie Participant. If the Participant disagrees, 
tlie Participant must follow tlie claims procedure set forth in Section 14. 

5. Conditions to Receipt of Benefits.. . 

(a) 

(b) 

Severance Pay is not available to a Participant otherwise eligible for Severance Pay who transfers to another position with any 
Affiliate. 

Severance Pay is not available to a Participant whose position is eliminated due to (1) the sale of tlie Affiliate which employs the 
Participant on the date of terniination or (2) tlie outsourcing of work, where in either such event tlie purchaser of tlie Affiliate or tlie 
outsourcing service provider makes an offer of eniploynient to the Participant that, if it were an Affiliate, would not constitute 
“constructive termination” as described in Section 4(c). 

During the period in which a Participant is entitled to consider tlie execution of the release described in Section 6, or during such 
other period as is otheiwise agreed to by the Company and the Participant, he or she may be required to complete unfinished 
business projects and be available for discussions regarding matters relative to tlie Participant’s duties. 

A Participant must return all Affiliate property and information to the Affiliate. 

A Participant must agree to pay all outstanding amounts owed to any Affiliate and authorize tlie Affiliate to withhold any 
outstanding amounts from his or her final paycheck andor Severance Pay. 

(c) 

(d) 

(e) 

AmouIlt of-ge-verance Pay . Tlie amount of Severance Pay to which a Participant is entitled under tlie Policy is 52 weeks of base salary at 
the rate in effect on tlie date of termination. 

A Participant who is receiving benefits under a short teim disability plan maintained by any Affiliate will be entitled to Severance Pay at 
the end of the period of payment of short terni disability if, and only if, (1) he or she is not then eligible for benefits under a long teim 
disability plan maintained by an Affiliate, and (2) lie or she is not offered employment with an Affiliate that, in tlie discretion of the 
Conunittee, is comparable to that held by the Participant at tlie time the applicable period of short term disability 

6. 

2 
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7 .  

8. 

9. 

10 

commenced. A Participant will not be entitled to Severance Pay at the end of the period of long term disability. 

Severance Pay will be paid to a Participant in one lump sum cash payment. Payment will be made as soon as practicable after the last to 
occur of (1) the date of the Participant’s termination of employment, (2) the effective date of the Participant’s release of (i) the Affiliates, 
and their respective officers, directors and employees, from any and all actions, suits, proceedings, claims and demands relating to the 
Participant’s employment with the Affiliates and the termination thereof, and (ii) all rights and benefits required under the NiSource 
Severance Policy or any other severance policy or plan maintained by any Affiliate, and (3) the satisfaction of the conditions described in 
clauses (c), (d) and (e) of Section 5. Severance Pay shall be reduced by applicable amounts necessary to comply with federal, state and 
local income tax withholding requirements. 

Bellefits . 

(a) Welfare Benefits . A Participant entitled to Severance Pay shall receive, at the time of payment of Severance Pay, a lump sum 
payment equivalent to 130% of 52-weeks of COBRA (as defined in Section 4980B of the Inteiiial Revenue Code of 1986, as 
amended, and Sections 601-609 of the Employee Retirement Income Security Act of 1974, as amended, or any successor sections) 
continuation coverage premiums in lieu of any continued medical, dental, vision, and other welfare benefits offered by the 
Company or any Affiliate. Such 52-week period of COBRA continuation coverage shall be included as part of the period during 
wliicli the Participant may elect continued group health coverage under COBRA. 

Outplacement Services . A Participant entitled to Severance Pay shall receive outplacement services, selected by the Company at its 
expense, for a period commencing on the date of teimination of employment and continuing until the earlier to occui of the 
Participant accepting other employment or 12 months thereafter. 

(b) 

Indepel:dglxt.C.oll@actor Status . A Participant who receives benefits pursuant to the Policy shall not be eligible at any time after 
termination of employment to enter into a consulting or independent contractor relationship with any Affiliate pursuant to which 
relationship he or she shall perform the same or similar services, upon the same or similar terms and conditions, as were applicable to 
such Participant on the date of termination of employment. 

neath of Participalg ~ If a Participant dies prior to receiving Severance Pay to which he or she is entitled under the Policy, payment will 
be made to the representative of his or her estate. 

Tenxpf Polby . The term of the Policy, as amended and restated herein, will commence on Februaiy 1, 2006 and will expire on 
December 31, 2007. 

3 
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1 1 .  Amendment or Terminatlos 

(a) The Policy may be amended or terminated by the Committee at any time during its term when, in its judgment, such aniendment or 
termination is necessary or desirable. No such termination or amendment will affect the rights of any Participant who is then 
entitled to receive Severance Pay or other benefits under the Policy at the time of such amendment or ternmination. The Policy can 
only be changed by written endorsement by an officer of the Company and only when the Company attaches the written amendment 
to the Policy. No agent or other employee, other than an officer of the Company, has the authority to change or waive any provision 
of the Policy. 

Severance benefits under the Policy are not intended to be a vested right. (b) 
Governing Law . The t e r m  of the Policy shall, to the extent not preempted by federal law, be governed by, and construed and enforced in 
accordance with, the laws of the State of Indiana, including all matters of construction, validity and perfomiance. 

12. 

13. MiscellaiieoEs Pxovi~ioks.. 

(a) Severance Pay and other benefits pursuant to the Policy shall not be subject in any manner to anticipation, alienation, sale, transfer, 
assignment, pledge, encumbrance or charge prior to actual receipt by a Participant, and any attempt to so anticipate, alienate, sell, 
transfer, assign, pledge, encumber or charge prior to such receipt shall be void and no Affiliate shall be liable in any manner for, or 
subject to, the debts, contracts, liabilities, engagements or torts of any person entitled to any Severance Pay or other benefits under 
the Policy. 

Nothing contained in the Policy shall confer upon any individual the right to be retained in the service of any Affiliate, nor limit the 
right of any Affiliate to discharge or othenvise deal with any individual without regard to the existence of the Policy. 

The Policy shall at all times be entirely unfunded. No provision shall at any time be made with respect to segregating assets of any 
Affiliate for payment of any Severance Pay or other benefits hereunder. No employee or any other person shall have any interest in 
any particular assets of any Affiliate by reason of the right to receive Severance Pay or other benefits under the Policy, and any such 
employee or any other person shall have only the rights of a general unsecured creditor of an Affiliate with respect to any rights 
under the Policy. 

(b) 

(c) 

14. Claims Procedure I If a claim for benefits under the Policy by a Participant or his or her beneficiary is denied, either in whole or in part, 
the Committee will let the claimant luiow in writing within 90 days. If the claimant does not hear within 90 days, the claimant may treat 
the claim as if it had been denied. A notice of a denial of a claim will refer to a specific reason or reasons for the denial of the claim; will 
have specific references to the Policy provisions upon which the denial is based; will describe any additional material or 

4 
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information necessary for the claimant to perfect the claim and explain why such material information is necessary; and will have an 
explaiiation of the Policy’s review procedure. 

The claimant will have 60 days after the date of the denial to ask for a review and a hearing. The claimant must file a written request with 
the Committee for a review. During this time the claimant may review pertinent documents and may submit issues and comments in 
writing. The Committee will have another 60 days in which to consider the claimant’s request for review. If special circumstances require 
an extension of time for processing, the Committee may have an additional 60 days to answer the claimant. The claimant will receive a 
wiitten notice if the extra days are needed. The claimant may submit in writing any document, issues and comments he or she may wish. 
The decision of the Committee will tell the claimant the specific reasons for its actions, and refer the claimant to the specific Policy 
provisions upon which its decision is based. 

Rights Under ERISA , Each Participant in the Policy is entitled to certain rights and protection under the Employee Retirement Income 
Security Act of 1974, as amended (“ERISA”). ERISA provides that all Policy Pai-ticipants shall be entitled to: 

(a) 

(b) 

In additioii to creating rights for Policy Participants, ERISA imposes duties upon the people who are responsible foi tlie operation of an 
employee benefit plan. The people who operate the Policy, called “fiduciaries” of the Policy, have a duty to do so prudently and in the 
interest of tlie Policy Participants and beneficiaries. No one, including the Company, any affiliate or any other person, may fire a 
Participant 01- otherwise discriminate against a Participant in any way to prevent him or her from obtaining a benefit or exercising his or 
her rights under ERISA. If a Participant’s claim for a benefit is denied in whole or in part, he or she must receive a written explaiiatioii of 
the reason for the denial. A Participant has the right to have the Committee review and reconsider his or her claim. Under ERISA, there 
are steps a Participant can take to enforce the above rights. For instance, if a Participant requests materials from the Committee and does 
not receive them within thirty (30) days, he or she may file suit in a federal court. In such a case the court may require the Committee to 
provide the materials and pay the Participant up to $1 10 a day until the Participant receives the materials, unless the materials were not 
sent because of reasons beyond the control of the Committee. If a Participant has a claim for benefits, which is denied or ignored, in 
whole or in part, he or she may file suit in a state or federal court. If it should happen that the Policy fiduciaries misuse the Policy’s 
money, or if a Participant is discriminated against for asserting his or her rights, he or she may ask assistance from the United States 
Department of L,abor, or he or she may file suit in a federal court. The court will decide who should pay the couit costs and legal fees. If 
tlie Participant is successful, the court may order the person he or she has sued to pay these costs and fees. If the Participant loses, the 
court may order him or her to pay these costs and fees, for example, if it finds his or her claim to be frivolous. 

15. 

Examine, without charge, at the Company’s office all Policy documents. 

Obtain copies of all Policy documents and other Policy information upon written request to the Committee. Tlie Committee niay 
make a reasonable charge for the copies. 

5 
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If a Participant has questions about the Policy, he or she should contact the Conunittee. If a Participant has any questions about this 
statement or about his or her rights under ERISA, he or she should contact the nearest Area Office of the United States Laboi- 
Management Services Administxation, Department of L,abor. 

16. Poljcy Facts : 

Company: 
Address: 

Plan Name: 
Type of Plan: 
Policy Year: 
Employer Identification Number (EIN): 
Policy Administrator: 

Business Address: 

Agent for Service of L,egal Process: 

(Address) 

NiSource Inc. 
801 E. 86th Avenue 
Merrillville, Indiana 464 10 
NiSource Executive Severance Policy 
Severance Policy-Welfare Benefits Plan 
Calendar year 

Officer Nomination and Compensation Committee of NiSource Inc. 
801 E. 86th Avenue 
Merrillville, Indiana 464 10 
Officer Nomination and Compensation 
Committee of NiSource Inc. 
801 E. 86th Avenue 
Mei-rillville, Indiana 464 10 

3.5- 17 19974 
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NEWS 
FOR IMMEDIATE RELEASE 
November 28, 2006 

FOR ADDITIONAL INFORMATION 
Media 
Kiis Falzone 
Vice President, Corporate Communications 

klfalzone@nisoui ce.coni 
(219) 647-5581 

Exhibit 99.1 

801 E. 86th Avenue 
Merrillville, IN 46410 

Investors 
Randy Hulen 
Director, Investor Relations 

rghulen@nisour-ce.com 
(219) 647-5688 

NiSource announces board transition 
Chairinan Gary L. Neale leaving NiSoiirce I m .  board of directors 

at 2007 aitiziial meeting; Init M. Rolland asstimes board chairinan role 
MERRTL,LVIL,L,E, Ind. - NiSource Inc. (NYSE: NI) today announced that Gary L. Neale, chairman and former president and chief executive 
officer, has decided not to stand for reelection to the company’s board of directors at its annual meeting in May 2007. 

To facilitate the transition to new board leadership, effective November 29,2006, the role of board chairman will be assumed by Ian M. 
Rolland, who currently serves as NiSource’s lead director and chairman of its Audit Conmiittee. Succeeding Rolland as Audit Committee chair 
is current board member Dennis E. Foster. 

Neale joined NiSource in August 1989 as president and chief operating officer. He became chairman, president and CEO in March 1993. On 
July 1, 200.5, he was succeeded as CEO and president by Robert C. Skaggs, Jr. Neale also is a director of Modine Manufacturing Company and 
Chicago Bridge and Iron Company. He has been a NiSource director since 1989. 

“My decision to leave the board in the spring is the next step in a planned, orderly transition at NiSource,” Neale said. “NiSource is a company 
with great assets, and is now poised to implement a plan that will position the company for ongoing growth arid increasing shareholder value in 
the years ahead. Under the able leadership of Ian Rolland, Bob Skaggs and a very talented and seasoned board of directors, I am confident 
NiSource will flourish. It has been a privilege to be part of this company, especially my association with the board, the management team and 
our thousands of dedicated and committed NiSource employees.” 

-more- 
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NiSource announces board transition 
Page 2 

Prior to his retirement in 1998, Rolland served as chairman and CEO of Lincoln National Corporation, Fort Wayne, Ind., a provider of financial 
products and services. He is a director of Bright Horizons Family Solutions and on the board of advisors of CID Partners. He has been a 
NiSource director since 1973, and became lead director in July 2005. 

“I am honored to have been asked by tlie board of directors to assume tlie chairman’s role,” Rolland said. “I look forward to worlcing with the 
other directors and the company’s strong, energetic management team to move NiSource forward as it continues to build a solid platform for 
long-teiiii, sustainable growth. 

“On behalf of tlie board, I also would like to express my deep appreciation to Gary Neale for his many years of service to NiSource and its 
various stakeholders,” Rolland added. “We wish Gary all the best in the conling years.” 

“I certainly echo Ian’s sentiments,” Slcaggs added. “I personally thank Gary for his vision, his strong leadership and his support for me and all 
of the NiSource family.” 

Fostei, becomes Audit Comniittee chairman after having served on tlie NiSource board since 1999. Prior to his retirement in 2000, Foster was 
vice chaiman of ALLTEL Corporation in Little Rock, Ark., a full-service telecom and information services provider. Foster is a director of 
ALLTEL Corporation and Yellow Corporation. 

About NiSource 
NiSource Inc. (NYSE: NI), based in Merrillville, Ind., is a Fortune 500 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3.7 million customers located 
within tlie high-demand energy corridor stretching from the Gulf Coast through the Midwest to New England. Infoimation about NiSource and 
its subsidiaries is available via the Inteinet at zw.w.lnjsource.com I NI-F 

### 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

CURRENT =PORT 
Pursuant To Section 13 OR 15(d) of The Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): November 15,2006 

NiSource Inc. 
(Exact name of registrant as specified in its charter) 

Coininission file number 001-16189 

--- Delaware 35-2108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

801 East 86th Avenue 
Merrillville, Indiana 464 10 

(Address of principal executive offices) (Zip Code) 

Registrant’s telephone number, including area code (877) 647-5990 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions. 

0 Written communications pursuant to Rule 42.5 under the Securities Act (17 CFR 230.425) 

[I] Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

0 Pre-commencement co~nniunications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240,14d-2 (b)) 

[I] Pre-commencement coinmunications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4 (c)) 
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ITEM 1 .O 1. ENTRY_-N_TO A MATERIAL DEFINITIVE AGREEMENT 

On November 15,2006, NiSouice Finance Corp. entered into a new $300 million Revolving Credit Agreement (the “Revolving Ciedit 
Agreement”) with Dresdnei Bank, AG, New York and Grand Cayman Branches. Dresdner Bank, AG, New York and Grand Cayniaii Branches 
served as Sole Lead Ananger, Sole Book Ruimer and Administrative Agent. NiSource Inc. is the Guarantor under the Agreement. The purpose 
of the new 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-Q 

El QIJARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended September 30,2006 

or 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECIJRITlES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 00 1 - 16 189 

NiSource Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 3 5 -2 108964 
(State or other jurisdiction of 
incoi poration or organization) 

801 East 86th Avenue 
Merrillville, - Indiana 464 10 

(Address of principal executive offices) 

(I. R. S. Employer 
Identification No.) 

(Zip Code) 

(877) 647-5990 
(Registrant’s telephone number, including area code) 

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or lS(d) of the Securities Exchange 
Act of 1934 duiing the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 
YesW N o 0  

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer 
Large accelerated filer Accelerated filer 0 Non-accelerated filer 0 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
Y e s 0  N o m  

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date: Common Stock, 
$0.01 Par Value: 273,004,359 shares outstanding at October 31, 2006. 
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DEFINED TERMS 

The following is a list of frequently used abbreviations or acronyms that are found in this report: 

NiSource Subsidiaries and Affiliates 
Bay State 
Capital Markets 
CER 
CNR 
Columbia 
Columbia Atlantic Trading 
Columbia Deep Water 
Columbia Energy Services 
Columbia Gulf 
Columbia of Kentucky 
Columbia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia Transmission 
CORC 
Crossroads Pipeline 
Granite State Gas 
Hardy Storage 
Kolcomo Gas 
Lake Erie Laid 
Millennium 
NDC Douglas Properties 
NiSource 
NiSource Corporate Services 
NiSource Development Company 
NiSource Finance 
Northern Indiana 
Noithein Indiana Fuel and Light 
Northern Utilities 
NRC 
PEI 
TP C 
Transcom 
Whiting Clean Energy 
Whiting Leasing 

Abbreviations 
AFUDC 
APB No. 25 

ARP 
BBA 
Bcf 
Board 
BP 
CAIR 
Day 1 

Bay State Gas Company 
NiSource Capital Markets, Inc. 
Columbia Energy Resources, Inc. 
Columbia Natural Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Columbia Deep Water Service Company 
Columbia Energy Seivices Corporation 
Columbia Gulf Transmission Company 
Columbia Gas of Kentucky, Inc. 
Columbia Gas of Maryland, Inc. 
Columbia Gas of Ohio, Inc. 
Columbia Gas of Pennsylvania, Inc. 
Columbia Gas of Virginia, Inc. 
Columbia Gas Transmission Corporation 
Columbia of Ohio Receivables Corporation 
Crossroads Pipeline Company 
Granite State Gas Transmission, Inc. 
Hardy Storage Company, L.L.C. 
Kokomo Gas and Fuel Company 
L,ake Erie L,and Company 
Millennium Pipeline Company, L.P. 
NDC Douglas Properties, Inc. 
NiSource Inc. 
NiSource Corporate Services Company 
NiSource Development Company, Inc. 
NiSource Finance Corp. 
Northern Indiana Public Service Company 
Northern Indiana Fuel and L,ight Company 
Northern Utilities, Inc. 
NIPSCO Receivables Corporation 
PEI Holdings, Inc. 
EnergyUSA-TPC Coip. 
Colurnbia Transmission Communications Corporation 
Whiting Clean Energy, Inc. 
Whiting Leasing LLC 

Allowance foi funds used dm ing construction 
Accounting Principles Boaid Opinion No. 25, “Accounting for Stock 
Issued to Employees” 
Alternative Regulatory Plan 
British Banker Association 
Billion cubic feet 
Board of Directors 
BP Amoco p.1.c. 
Clean Air Interstate Rule 
Began October 1, 2003 and refers to Northern Indiana turning over 
operational control of the interchange facilities and its own transmission 
assets like many other Midwestern electiic utilities to MISO 

3 
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Day 2 

DOT 
DTE 
ECR 
ECRM 
ECT 
EER 
EERM 
Empire 
EPA 
EPS 
FAC 
FASB 
FERC 
FIN 47 

FIN 48 

FTRs 
GCA 
GCIM 

IBM 
IDEM 
IURC 
Jupiter 
LDCs 
LIBOR 
MISO 
Mitchell Station 
MMDth 

NAAQS 
NOx 
NPDES 
NYDOS 
NYMEX 
OUCC 
PCB 
Piedmont 
PIP 
PPS 
PI ivate Power 
PUCO 
SABNo. 108 

gwh 

niw 

SEC 
SFAS 
SFAS No. 71 

SFAS No. 123 

SFAS No. 123R 

DEFINED TERMS (continued) 

Began April 1,200.5 and refers to the operational control of tlie energy 
markets by MISO, including the dispatching of wholesale electricity and 
transmission service, managing transmission constraints, and managing 
the day-ahead, real-time and financial transmission rights markets 
United States Department of Transportation 
Department of Telecommunications and Energy 
Environmental Cost Recoveiy 
Environmental Cost Recovery Mechanism 
Environmental cost tracker 
Environmental Expense Recoveiy 
Environmental Expense Recoveiy Mechanism 
Empire State Pipeline 
United States Environmental Protection Agency 
Earnings per share 
Fuel adjustment clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Comnission 
FASB Interpretation No. 47, “Accounting for Conditional Asset 
Retirement Obligations” 
FASB Interpretation No. 48, “Accounting for Uncertainty in Income 
Taxes,” an interpretation of SFAS No. 109 
Financial Transmission Rights 
Gas cost adjustment 
Gas Cost Incentive Mechanisni 
Gigawatt hours 
International Business Machines Corp. 
Indiana Department of Environmental Management 
Indiana Utility Regulatory Commission 
Jupiter Aluminum Corporation 
L,ocal distribution companies 
L,ondon InterBank Offered Rate 
Midwest Independent System Operator 
Dean H. Mitchell Generating Station 
Million dekatlieims 
Megawatts 
National Ambient Air Quality Standards 
Nitrogen oxide 
National Pollutant Discharge Eliniination System 
New York’s Department of State 
New York Mercantile Exchange 
Indiana Office of Utility Consumer Counselor 
Polychlorinated biphenyls 
Piedmont Natural Gas Company, Inc. 
Percentage of Income Payment Plan 
Price Protection Service 
Private Power, LLC 
Public Utilities Comnission of Ohio 
Staff Accounting Bulletin No. 108, “Considering tlie Effects of Prior 
Year Misstatements When Quantifying Misstatements in Current Year 
Financial Statements” 
Securities and Exchange Conmission 
Statement of Financial Accounting Standards 
Statement of Financial Accounting Standards No. 7 1, “Accounting for 
tlie Effects of Certain Types of Regulation” 
Statement of Financial Accounting Standards No. 123, “Sliare-Based 
Payment” 
Statement of Financial Accounting Standards No. 123R, “Share-Based 
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DEFINED TERMS (continued) 

SFAS No. 1.33 

SFAS No. 143 

SFAS No. 144 

SFAS No. 154 

SFAS No. 157 

SFAS No. 158 

SIP 
SO2 
VaR 
VNG 
vscc 

Statement of Financial Accounting Standards No. 133, “Accounting for 
Derivative Instruments and Hedging Activities,” as amended 
Statement of Financial Accounting Standards No. 143, “Accounting for 
Asset Retirement Obligations” 
Statement of Financial Accounting Standards No. 144, “Accounting for 
the Impairment or Disposal of Long-Lived Assets” 
Statement of Financial Accounting Standards No. 154, “Accounting 
Changes and Enor Corrections” 
Statement of Financial Accounting Standards No. 157, “Fair Value 
Measurements” 
Statement of Financial Accouiiting Standards No. 158, “Employers’ 
Accounting for Defined Benefit Pension and Other Postretirement Plans” 
State Implementation Plan 
Sulfbr dioxide 
Value-at-risk and instmment sensitivity to market factors 
Virginia Natural Gas, Inc. 
Commonwealth of Virginia State Corporate Conmission 
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PART I 

ITEM 1 FINANCIAL, STATEMENTS 

NISOURCE INC. 
Statements of Consolidated Income (Loss) (unaudited) 

Three Months Nine Months 
Ended September 30, Ended September 30, 

(iiz nzillioizs, except per share amounts ) 2006 2005 2006 2005 
Net Revenues 

Gas Distribution $ 392.9 $ 380.8 $2,996.4 $2,868.4 
Gas Tiansportation and Storage 202.7 179.1 743.8 72 1.0 
Electric 377.4 381.9 985.0 946.6 
Other 183.5 222.3 715.6 666.2 

Cost of Sales (excluding d- 525.0 557.0 3,187.1 2,928.9 
Total Net Revenues 631.5 607.1 2,253.7 2,273.3 
Operating Expenses 

Operation and inaintenance 309.8 326.8 989.2 980.9 
Depreciation and amortization 136.5 135.9 41 1.4 406.9 
Impairment and (gain) loss on sale of assets (0.3) __ 4.8 20.4 
Other taxes 49.1 51.9 212.7 215.1 

Total Operating Expenses 495.1 514.6 1,618.1 1,623.3 
Operating Income 136.4 92.5 635.6 650.0 
Other Income (Deductions) 

Gross Revenues 1,156.5 1,164.1 5,440.8 5,202.2 

__. 

Interest expense, net (96.2) (106.5) (284.9) (3 12.0) 
Dividend requirements on preferred stock of subsidiaries - (1.0) (1.1) (3 2 )  
Other, net (0.8) 
Loss on early redemption of prefemed stock 

6.4 
- 

3.3 (6.9) 
- (0.7) - 

Total Other Income (Deductions) (97.0) (104.2) (293.6) (308.8) 
Income (Loss) From Continuing Operations Before Income Taxes 39.4 (11.7) 342.0 34 1 .T 

13.5 - (5.8) 121.7 130.1 Income Taxes . .- 
Income (Loss) From Continuing Operations 25.9 (5.9) 220.3 211.1 
L,oss from Discontinued Operations - net of taxes (0.3) (6.2) (1.4) (20.4) 
Gain on Disposition of Discontinued Operations - net of taxes 0.2 5.3 0.4 47.8 

- 0.4 __ Change in Accounting - net of taxes - 
Net Income (Loss) $ 25.8 $ (6.8) $ 219.7 $ 238.5 

Basic Earnings (Loss) Per Share ($) 
Continuing operations 0.10 (0.02) 0.81 0.78 

Basic Earnings (Loss) Per Share 0.10 (0.03) 0.81 0.88 
Discontinued operations - (0.01) - 0.10 

Diluted Earnings (Loss) Per Share ($) 
Continuing operations 0.10 (0.02) 0.81 0.77 
Discontinied operations - (0.01) __ 0.10 

Diluted Earnings (Loss) Per Share 0.10 (0.03) 0.81 0.87 

Dividends Declared Per Common Share (%) 0.23 0.23 0.69 0.69 

Basic Average Common Shares Outstanding (millions) 272.5 271.7 272.4 271.1 
Diluted Average Common Shares (millions) , 273.3 273.7 273.2 272.9 

The accoinpanying Notes to Consolidated Financial Statements are an integral part of these statements. 

littp://ir.iiisource.com/EdgarDetail.cfin?CompaiiyI~=NI&CIK=1lll7ll &FID=950137-06-11743&SID= ... 3/30/2007 



NISOURCE TNC/DE (Foim: 10-Q, Received: 11/02/2006 12:46: 19) 

6 

Page 11 of 81 

littp://ir.nisource.conn/EdgarDetail.cfm?Co~ipariyID=NI&CIK=ll117 1 1 &FID=950 137-06-1 1743&SID=.. . 3/30/2007 



NISOTJRCE INC/DE (Fonn: 10-Q, Received: 11/02/2006 12:46: 19) Page 12 of 81 

Table of Contcrits 

ITEM I .  FINANCLAL STATEMENTS (continued) 

NISOURCE INC. 
Condensed Consolidated Balance Sheets (unaudited) 

September 30, December 3 1, 
(in nzillioiis) 2006 2005 

ASSETS 
Property, Plant and Equipment 

Utility Plant $ 16,987.2 $ 16,684.4 
Accumulated depreciation and amortization (7,788.4) (7,556.8) 

9,198.8 9,127.6 Net utility plant ~ ” .  
Other property, at cost, less accumulated depreciation 352.8 426.7 

Net Property, Plant and Equipment 9,551.6 9,554.3 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 46.8 34.6 
Unconsolidated affiliates 70.9 75.0 
Other investments 118.2 114.2 

Total Investments 235.9 223.8 

Current Assets 
Cash and cash equivalents 22.8 69.4 

Accounts receivable (less reserve of $48.1 and $67.9, respectively) 478.3 1,254.6 
Gas inventory 682.8 526.9 
Underrecovered gas and fuel costs 70.0 421.8 
Materials and supplies, at average cost 85.3 72.0 
Electric production fuel, at average cost 53.2 24.9 
Price risk management assets 200.3 183.1 
Exchange gas receivable 366.3 169.8 
Regulatoi y assets 290.5 195.0 
Prepayments and other 70.3 109.3 

Total Current Assets 2,522.8 3,060.7 

Restricted cash 203.0 3.3.9 

Other Assets 
Price risk nianagenient assets 
Regulatory assets 
Goodwill 
Intanrrible assets 

73.1 192.9 
590.1 586.3 

3,677.3 3,677.3 
477.9 495.8 ” 

Defened chaiges and other 188.0 167.4 
Total Other Assets 5,006.4 5,1 19.7 
Total Assets $ 17,316.7 $ 17,958.5 

The acconipanying Notes to Consolidated Financial Statements are an integral pail: of these statements. 
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ITEM 1 FINANCIAL STATLMENTS (continued) 

Condensed Consolidated Balance Sheets (unaudited) (continued) 
NISOURCE INC. 

September 30, December 3 1, 
(in i n  illionJ, e x e p t  5 hare ainoiin ts) 2006 2005 

CAPITALIZATION AND LIABILITIES 
Capitalization 
Common stock equity 

Conmion stock - $0.01 par value, 400,000,000 shares authorized; 272,899,816 and 272,622,905 

Additional paid-in-capital 3,979.7 3,969 4 
Retained earnings 950.4 981.6 
Accumulated othei comprehensive loss (106.3) (5.6) 
Treasury stock (21.1) (15.1) 

shares issued and outstanding, respectively $ 2.7 $ 2.7 

Total common stock equity 4,805.4 4,933.0 
Pieferred stock-Series without mandatory 1 edemption provisions - 81.1 
Long-teii debt, excluding amounts due within one year 5,173.4 5,27 1.2 
Total Capitalization 9,978.8 10,285.3 

Current Liabilities 
Current portion of long-term debt 461.8 440.7 
Short-term borrowings 861 .O 898.0 
Accounts payable 461.0 866.7 

Customer deposits 104.9 101.9 
Taxes accrued 137.2 217.5 
Interest accrued 111.5 86.2 
Overrecovered gas and fuel costs 144.4 25.8 
Price risk management liabilities 242.1 72.3 
Exchange gas payable 465.1 425.2 
Deferred revenue 43.6 51.3 
Regulatory liabilities 42.3 46.3 
Accrued liability for postretirement and postemploynient benefits 59.4 61.1 
Other accruals 391.3 549.1 

Total Current Liabilities I 3,588.4 3,843.2 

Dividends declared on common and preferred stocks 62.8 1.1  

Other Liabilities and Deferred Credits 
Price risk management liabilities 40.0 22.2 
Defei-red income taxes 1,485.1 1,591.9 
Defeired investment tax credits 63.7 69.9 
Deferied credits 89.8 81.1 
Defei-red revenue 32.2 60.4 
Acciued liability for postretirement and postemployment benefits 475.4 51 1.0 
Liabilities of discontinued operations and liabilities held for sale - 9.9 
Regulatory liabilities and other removal costs 1,250.5 1,196.2 
Asset retirement obligations 125.3 119.8 
Other noncurrent liabilities 177.6 177.5 

Total Other Liabilities and Deferred Credits - 3,749.5 3,830.0 

Total Capitalization and Liabilities $ 17,316.7 $ 17,958.5 

The accompanying Notes to Consolidated Financial Statements are an integral patt of these statements. 

__ Commitments and Contingencies - 
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ITEM 1 FINANCIAL STATEMENTS (coiithjgd) 

Statements of Consolidated Cash Flows (unaudited) 
NISOURCE INC. 

Nine Months Ended September 30, (in millions) 2006 2005 

Operating Activities 
Net income $ 219.7 $ 238.5 
Adjustments to reconcile net income to net cash from continuing operations: 

- Loss on early redemption of preferred stock 
Depreciation and amortization 411.4 406.9 
Net changes in price risk management assets and liabilities 50.4 (85.7) 
Deferred income taxes and investment tax credits (1 29.4) (56.8) 
Deferred revenue (36.0) (1 1.6) 
Stock conipensation expense 4.4 6.6 

Loss on impairment of assets 5.9 21.8 

0.7 

Gain on sale of assets (1.1) ( 1  “4) 

Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates (3.3) (3.5) 

- (0.4) 

Gain on sale of discontinued operations (0.4) (47.8) 
Loss from discontinued operations 1.4 20.4 
Amortization of discount/premium on debt 5.8 14.6 
AFUDC (7.4) ( 1  3)  

Changes in assets and liabilities: 
Accounts receivable 785.1 423.8 
Inventories (189.7) (2 12.6) 
Accounts payable (397.9) (97.2) 
Customer deposits 3.0 2.7 
Taxes accrued (94.8) (7.7) 

Exchange gas receivable/payable (159.7) (22.0) 
Other acci-uals (67.9) (0.8) 

Interest accrued 25.3 62.9 
(Under) Overrecovered gas and fuel costs 470.4 64.7 

Prepayments and other current assets 38.8 16.3 
Regulatory assets/liabilities (62.0) (17.5) 
Postretirement and posteniploynient benefits (1.5) 41.6 

Deferred charges and other noncurrent assets 2.7 13.2 
Other noncurrent liabilities (0.2) 11.9 

Deferred credits (12.7) (5.7) 

Net Operating Activities from Continuing Operations 860.6 774.3 
Net Operating Activities from or (used for) Discontinued Operations 
Net Cash Flows from Operating Activities 865.3 756.9 
Investing Activities 

4.7 (1 7.4) 

Capital expenditures (398.3) (406.9) 

Restricted cash (174.7) 133.7 
Other investing activities (4.6) (14.6) 

Net Cash Flows used for Investing Activities (560.4) (280.4) 
Financing Activities 

Proceeds from disposition of assets 17.2 7.4 

Issuance of long-term debt - 1,000.0 

(81.1) __ 
Issuance of common stock 5.6 39.3 
Acquisition of treasury stock (6.0) (1 “7) 
Dividends paid - coimion stock (189.2) (1 87.6) 

Net Cash Flows (used for) or from Financing Activities (35 1.5) 426.5 
Increase (Decrease) in cash and cash equivalents (46.6) 903 .O 

Retirement of long-term debt (43.8) (1 15.9) 
Change in short-tecni debt (37.0) (307.6) 
Retirement of preferred stock 
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Cash and cash equivalents at beginning of year 69.4 29.5 

Supplemental Disclosures of Cash Flow Information 
Cash and cash equivalents at end of period $ 22.8 $ 932.5 

Interest capitalized 7.4 1.3 
Cash paid for income taxes 245.1 97.4 

Cash paid for interest $ 261.2 $ 240.0 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FINANCIAL STATEMENTS (continued) 

NISOURCE INC. 
Statements of Consolidated Comprehensive Income (Loss) (unaudited) 

Three Months Nine Months 
Ended September 30, Ended September 30, 

2006 2005 2006 2005 (1 - 
Net Income (loss) $ 25.8 $ (6 8) $ 219.7 $ 2385 

Net gain (loss) on available for sale securities 0.8 (0.2) 1.7 0 3  

Total other comprehensive income (loss) (36.0) 71.5 (100.6) 88.2 

Othei compiehensive income (loss) 
Net umealized gains (losses) on cash flow hedges (41.2) 94.4 (106.7) 110.6 

Miniinurn pension liability adjustment 4.4 (22.7) 4.4 (22.7) 

Total Comprehensive Income (Loss) $ (10.2) $ 64.7 $ 119.1 $ 326.7 

The accoinpanying Notes to Consolidated Financial statements are an integral part of these statements. 
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Notes to Consolidated Financial Statements (unaudited) 

1. Basis of Accounting Presentation 

The acconipanying unaudited consolidated financial statements for NiSource reflect all normal recurring adjustments that are necessaiy, in tlie 
opinion of management, to present fairly the results of operations in accordance with generally accepted accounting principles in tlie United 
States of America. 

The accompanying financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in 
NiSource’s Annual Report on Form 10-K for the fiscal year ended December 3 1, 2005. Income for interim periods may not be indicative of 
results for tlie calendar year due to weather variations and other factors. 

2. Recent Accounting Pronouncements 

SFAS No. 158 - Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. In September 2006, the FASB 
issued SFAS No. 158 to improve existing reporting for defined benefit postretirement plans by requiring employers to recognize in the 
statement of financial position the overfunded or underfunded status of a defined benefit postretirement plan measured as the difference 
between the fair value of the plan assets and the benefit obligation, among other changes. SFAS No. 158 requires companies to recognize tlie 
funded status of a benefit plan and to provide disclosure requirements for fiscal years ending after December 15, 2006. Additionally, SFAS 
No. 1.58 requires employers to measure plan assets and benefit obligations as of the fiscal year-end statement of financial position for fiscal 
years ending after December 1.5, 2008. NiSource will adopt tlie provisions to record the funded stahis of its pension and other postretirement 
plans’ and to provide the disclosure requirements in the fourth quarter of 2006. Based on tlie measurement of the various defined benefit 
pension and other postretirement plans’ assets and benefit obligations at September 30, 2006, tlie impact of SFAS No. 1.58, should it have been 
in effect at September 30, 2006, would have reduced total assets by approximately $63 million, increased total liabilities by approximately 
$174 million and decreased total common stock equity by approximately $237 million. NiSource is currently evaluating what affects, if any, 
tlie adoption of SFAS No. 158 will have on regulatory assets or liabilities. SFAS No. 158 will not have an impact on the Statements of 
Consolidated Income at adoption and all impacts are non-cash. 

SFAS No. 157 - Fair Value Measurements. In September 2006, the FASB issued SFAS No. 157 to define fair value, establish a 
fi-aniework for measuring fair value and to expand disclosures about fair value measurements. NiSource is currently reviewing tlie provisions 
of SFAS No. 157 to determine the impact it may have on its Consolidated Financial Statements and Notes to Consolidated Financial 
Statements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 and should be applied prospectively, with limited 
exceptions. 

SAB No. 108 - Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial 
Statements. In September 2006, tlie SEC issued SAB No. 108 to provide guidance on how prior year misstatemelits should be considered 
when quantifying misstatements in current year financial statements. SAB No. 108 is effective for periods ending after Noveniber 15, 2006. 
NiSource will adopt SAB No. 108 as required. 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1,2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on tlie date 
of grant and iecognition of compensation over tlie service period for awards expected to vest. In accordance with tlie modified prospective 
transition method, NiSource’s consolidated financial statements for prior periods have not been restated to reflect, and do not include, tlie 
impact of SFAS No. 123R. Prior to tlie adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No, 25 for awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NISOUIWE INC. 
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NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No. 123R. Upon adoption of SFAS 
No. 123R in the first quarter of 2006, NiSource recognized a cumulative effect of change in accounting principle of $0.4 million, net of taxes, 
which reflects the net cumulative impact of estimating future forfeitures in the determination of period expense, rather than recording 
forfeitures when they occur as previously permitted. NiSource anticipates that other than the requirement for expensing stock options, the 
outstanding share-based awards will continue to be accounted for substantially as they were prior to the adoption of SFAS No. 123R. For 2006, 
NiSource’s Board has determined that it would not provide incumbent executives additional grants of options, restricted or contingent shares. 
As of September 30, 2006, the total remaining unrecognized compensation cost related to non-vested awards amounted to $6.1 million, which 
will be amortized over the weighted-average remaining requisite service period of 2.6 years. The following table illustrates the effect on net 
income and EPS as if NiSource had applied the fair value recognition provisions of SFAS No. 123 to stock-based employee compensation for 
200.5. 

Three Months Nine Months 
Ended September 30, Ended September 30, 

(111 nzillions, except per shore data) 2005 2005 
Net Income (Loss) 
As reported $ (6.8) $ 238.5 
Add: Stock-based employee compensation expense included in 

reported net income, net of related tax effects 1.2 4.2 

L,ess. 
1.2 10.4 

P I ~  forma -- $ (6.8) $ 232.3 

Total stock-based employee compensation expense deteiniined 
under the fair value method for all awards, net of tax 

Earnings (loss) per share ($) 
Basic - as reported (0.03) 0.88 

- pro fonna (0.03) 0.86 
Diluted - as reported (0.03) 0.87 

- pro forma (0.03) 0.85 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 200.5, the FASB issued SFAS No. 1.54 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15, 2005 I SFAS No. 1.54 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 154. 

FIN 48 - Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice 
associated with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this 
interpretation requires that a tax position meet a “more-liltely-than-not recognition threshold” for the benefit of an uncertain tax position to be 
iecogiiized in the financial statements and requires that benefit to be measured at the largest amount of benefit that is 50% likely of being 
realized upon ultimate settlement. When deteiminirig whether a tax position meets this 50% threshold, it is to be based on whether it is 
probable of being sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. NiSource is 
currently reviewing the provisions of FIN 48 to deteimine the impact it may have on its Consolidated Financial Statements and Notes to 
Consolidated Financial Statements. This interpretation is effective for fiscal years beginning after December 1.5, 2006. 
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3. Stock Options and Awards 

Effective January 1, 2006, NiSource adopted SFAS No. 123R using the modified prospective transition method. SFAS No. 123R requires 
measurement of compensation cost for all stock-based awards at fair value on the date of grant and recognition of compensation over the 
service period for awards expected to vest. In accordance with the modified prospective transition method, NiSource’s Consolidated Financial 
Statements foi prior periods have not been restated to reflect, and do not include, the impact of SFAS No. 123R. Prior to the adoption of SFAS 
No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awards granted under its stock-based conipensation plans and 
complied with the disclosure requirements of SFAS No. 123. 

NiSource currently issues long-term incentive grants to key management employees under a long-term incentive plan approved by stockholders 
on April 13, 1994 (1994 Plan). The 1994 Plan, as amended and restated, permits the following types of grants, sepaiately or in combination: 
nonqualified stock options, incentive stock options, restricted stock awards, stock appreciation rights, perforniaiice units, contingent stock 
awards and dividend equivalents payable on grants of options, performance units and contingent stock awards. Under the plan, each option has 
a maximum term of ten years from the date of grant. NiSource has traditionally awarded stock options to employees at the beginning of each 
year that vested one year from the date of grant. For stock options granted during January 2005, NiSource awarded stock options that vested 
immediately, but included a one-year exercise restriction. Stock appreciation rights may be granted only in tandem with stock options on a one- 
for-one basis and are payable in cash, conmion stock, or a combination thereof. 

At the annual meeting of stockholders held on May 10, 2005, NiSource’s stockholders approved proposed amendments to the 1994 Plan. The 
amendments (i) increased the maximum number of shares of NiSource common stock that may be subject to awards from 2 1 million to 
43 million and (ii) extended the period during which awards could be granted to May 10, 2015 and extended the term of the plan until all the 
awards have been satisfied by either issuance of stock or the payment of cash. At September 30, 2006, there were 26,170,107 shares reserved 
for future awards under the amended and restated 1994 Plan. 

NiSource has granted restricted stock awards, which are restricted as to transfer and are subject to forfeiture for specific periods from the date 
of grant and will vest over periods from one year or more. If a participant’s employment is terminated prior to vesting other than by reason of 
death, disability or retirement, restricted shares are forfeited. However, awards may vest upon death, disability, or upon a change of control or 
retirement. There were 10,000 restricted shares outstanding at September 30,2006, which were not a part of the time accelerated restricted 
stock award plan described below. 

NiSource awarded restricted shares and restricted stock units that contain provisions for time-accelerated vesting to key executives under the 
1994 Plan. Most of these awards were issued in January 2003 and Januaiy 2004. These awards of restricted stock or restricted stock units 
generally vest over a period of six years or, in the case of restricted stock units at age 62 if an employee would become age 62 within six years, 
but not less than three years. If certain predetermined criteria involving measures of total shareholder return are met, as measured at the end of 
the third year after the grant date, the awards vest at the end of tlie third year. At September 30, 2006, NiSource had 814,140 awards 
outstanding which contain the time-accelerated provisions. The total shareholder return measures established for the 2003 awards were not met 
as of December 3 1, 2005, therefore these grants will not have an accelerated vesting period. The measures for tlie 2004 awards were not met as 
of September 30, 2006. 

For 2006, NiSource’s Board has determined that it would not provide incumbent executives additional grants of options, restricted or 
contingent shares. 

The Amended and Restated Non-employee Directoi Stock Incentive Plan, which was approved by the Board and stockholders at the 2003 
annual meeting, provides for the issuance of up to 500,000 shares of common stock to non-employee directors. The Plan provides for awards of 
common stock, which vest in 20% increments per year, wit11 full vesting after five years. The Plan permits the granting of restricted stock units 
and allows for the award of nonqualified stock options, subject to immediate vesting in the event of the director’s death or disability, or a 
change in control of NiSource. If a director’s service on the Board is terminated for any reason other than retirement at or after age 70, death or 
disability, any shares of common stock not vested as of the date of termination are forfeited. 
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As of September 30, 2006, 89,860 restricted shares and 107,101 restricted stock units had been issued under the Plan. 

Option grants are granted with an exeicise price equal to the average of the high and low market price on the day of the grant. Stock option 
hansactions for the first nine months of 2006 were as follows: 

Weighted Average 
Options Option Price ($) 

Outstanding at January 1,2006 9,948,383 22.59 
__ Granted 

Exercised (235,508) 
Cancelled (618,730) 

Outstanding at September 30,2006 9,094,145 22.60 
Exercisable at September 30,2006 9,094,145 22.60 

The following table sunmarizes infomation on stock options outstanding and exercisable at September 30, 2006: 

Range of Exercise 

Options Outstanding Options Exercisable 
Weighted Average Weighted Average Weighted Average 

Number Exercise Price Remaining Contractual Number Exercise Price - 
Piicis Per Share ($) Outstanding Per Share ($) Life in Years Exercisable Per Share ($) 

17.53 - 20.45 1,308,893 19.63 5.8 1,308,893 19.63 
20.46 - 23.37 
23.38 - 26.29 

5,68 1,566 22.10 
1,770,686 25.19 

6.6 5,681,566 
3 ~ 8  1,770,686 

22.10 
25.19 ~. 

26.30 - 29.22 333,000 29.22 1.7 333,000 29.22 
-. 9,094,145 22.60 5.8 9,094,145 22.60 - 

There weie no stock appreciation rights outstanding at September 30,2006. 

No options weie granted during the nine months ended September 30, 2006. The fair value of each option granted during the nine months 
ended September 30, 2005 was estimated on the date of grant using the Black-Scholes option-pricing model with a dividend yield of 4.1%. The 
weighted average fair value of the options granted during the nine months ended September 30, 200.5 was $3.34. The following assumptions 
were used: 

September 30,2005 
Expected Life (yrs.) 4.2 

Volatility - 22.6% 

NiSource iecognized stock-based employee compensation expense of $4.4 million and $6.6 million in the first nine months of 2006 and 2005, 
iespectively, as well as related tax benefits of $1.6 million and $2.4 million, respectively. There were no modifications to awards as a result of 
the adoption of SFAS 123R. 

As of September 30, 2006, the total remaining unrecognized compensation cost related to non-vested awards amounted to $6.1 million, which 
will be amortized over the weighted-average remaining requisite service period of 2.6 years. 

Interest Rate 3.5 - 3.6% 

4. Income Taxes 

NiSource's interim effective tax rates reflect the estimated annual effective tax rate for 2006 and 2005, respectively, aGjusted for tax expense 
associated with certain discrete items. The effective tax rates for the quarter and nine months ended September 30, 2006 were 34.3% and 
35.6%, respectively. The effective tax rates differ from the federal tax rate of 35% primarily due to the effects of tax credits, state income taxes, 
utility rate-making, and other 
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peimanent book-to-tax differences such as the electric production tax deduction provided under Internal Revenue Code Section I99 

The effective tax rate for the quarter ended September 30, 2006 was 34.3%, which includes a $1.1 million income tax benefit recorded upon 
filing NiSource’s 2005 consolidated federal income tax return. The income tax benefit in the third quarter of last year represented a 49.6% 
effective tax rate as a result of a loss from continuing operations together with a $1.1 million tax benefit recorded upon filing NiSource’s 2004 
consolidated federal income tax return. The effective tax rate for the nine months ended September 30, 2006 was 35.6% compared to 38.1% for 
the comparable period last year. This 2.5% decrease reflects reductions in deferred state income tax liabilities recorded in the first quarter of 
2006 and the tax impact of the non-deductible goodwill impairment charge recorded at Kokomo Gas in the second quarter of 200.5. Offsetting 
these decreases is additional tax expense associated with the reduction in low income housing credits. 

5. Earnings Per Share 

Basic EPS is computed by dividing income available to common stockholders by the weighted-average nuniber of shares of common stock 
outstanding for the period. The weighted average shares outstanding for diluted EPS include the incremental effects of the various long-term 
incentive compensation plans. The numerator in calculating both basic and diluted EPS for each period is reported net income. The 
computation of diluted average comiion shares follows: 

Three Months Nine Months 
Ended September 30, Ended September 30, 

(in th 0 1 lSCI11 r l s )  2006 200s 2006 2005 
Denominator 

Basic average common shares outstanding 
Dilutive potential common shares 

Nonqualified stock options 
Shares contingently issuable under employee stock plans 

272,548 27 1,724 272,431 27 1,080 

108 512 79 43 9 
548 884 548 884 

51 1 
Diluted Average Common Shares 273,340 273,661 273,181 272,914 

-- Shares restricted under employee stock plans 136 54 1 123 

6. Restructuring Activities 

During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which IBM will provide a 
broad range of business transformation and outsourcing services to NiSource. The service and outsourcing agreement is for ten years with a 
transition period to extend through December 3 1,  2006. As of September 30,2006, 870 employees were terminated as a result of the agreement 
with IBM, o f  which 554 became employees of IBM. During the third quarter of 2006, 9 employees were tenninated, none of which became 
employees of IBM. Ad.justinents to the restructuring liability were recorded niairily for changes in estimated expenses related to the outsourcing 
initiative. Adjustments in the estimated liability are reflected in “Operation and maintenance” expense on the Statements of Consolidated 
Income, 

In the fourth quarter of 2005, NiSource announced a plan to reduce its executive ranks by approximately 1.5% to 20% of the top-level executive 
group. As of September 30, 2006, the employment of 12 employees terminated as a result of the executive initiative, of whom 3 and 12 were 
terniinated during the quarter and nine months ended September 30, 2006, respectively. In part, this reduction has come through anticipated 
attTition and consolidation of basic positions. 

In previous years, NiSource implemented restructuring initiatives to streamline its operations and realize efficiencies as a result of the 
acquisition of Columbia. In 2000, these restructuring initiatives included a severance program, a voluntary early retirement program, and a 
transition plan to implement operational efficiencies throughout the company. In 2001, NiSource’s restructuring initiatives focused on creating 
operating efficiencies in the Gas 
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Distribution and the Electric Operations segments and included the closure of the Mitchell Station in Gary, Indiana. During 2002, NiSource 
implemented a restructuring initiative which resulted in employee teiminations throughout the organization mainly affecting executive and 
other management-level employees. hi connection with these earlier restructuring initiatives, a total of approximately 1,600 management, 
professional, administrative and technical positions were identified for elimination. As of September 30, 2006, 1,566 employees were 
terminated, of whom no employees were terminated during the quarter and nine months ended September 30, 2006. In the t1iii.d quarter, an 
adjustment was made to the restructuring reserve for leased office space, reducing the reserve by $5.2 nlillion as a result of the change in 
utilization of office space. This adjustment is reflected in “Operation and maintenance” expense on the Statements of Consolidated Income. Of 
the $3.6 million remaining restructuring liability from the Columbia merger and related initiatives, $3.3 million is related to facility exit costs. 

Restructuring reserve by restructuring initiative: 

Balance at Balance at 
(Ul nlllllorls) December 3 1, 2005 Benefits Paid Adjustments September 30, 2006 
Outsourcing initiative $ 11.5 $ (6.9) $ (2.2) $ 2.4 

0.5 
Columbia merger and related initiatives - 10.1 (2.9) (3.6) 3.6 
Total __. $ 24.5 $ (12.2) $ (5.8) $ 6.5 

__ Executive initiative 2.9 (2.4) 

7. Discontinued Operations and Assets Held for Sale 

The assets of discontinued operations and assets held for sale included net property, plant, and equipment of $46.8 million and $34.6 million at 
September 30, 2006 and December 3 1, 2005, respectively. Assets classified as held for sale are no longer depreciated. 

NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. One of these investments was disposed of in the first quarter of 2006 and four other investments will be sold or disposed of during 
2006 and 2007. An impairment loss of $2.3 million was recorded in the first half of 2006, due to the current book value exceeding the 
estimated fair value of these investments. NiSource has accounted for the investments to be sold, valued at $10.1 million as of September 30, 
2006 after impairment, as assets of discontinued operations. Mortgage notes and other accrued liabilities related to these investments of 
$9.9 million are accounted for as liabilities of discontinued operations. 

NiSource Corporate Services is in the process of selling its Marble Cliff facility. An impairment loss of $2.5 million was recognized in the first 
quarter of 2006 due to the current book value exceeding the estimated fair value of the facility. NiSource has accounted for this facility, valued 
at $12.7 million as of September 30, 2006 after impaimient, as assets held for sale. Additionally, in the third quarter of 2006 NiSource 
Corporate Services sold a corporate aircraft for its book value of $9.6 million. An impailment loss of $0.9 million was recognized for the 
corporate aircraft that was accounted for as assets held for sale in the second quarter of 2006. 

NiSource Development Company is in the process of selling its Northern Indiana headquarters facility. NiSource has accounted for this facility, 
with a net book value of $1.8 million as of September 30, 2006, as assets held for sale. 

After the October 20,2003 sale of six subsidiaries, PEI continues to own Whiting Clean Energy. As part of PEI’s sale to Private Power in 
2003, NiSource retained certain obligations with respect to the former PEI subsidiaries. NiSource retained operational guarantees related to 
environmental compliance, inventory balances, employee relations, and a contingent obligation to Private Power that could be triggered if U.S. 
Steel Gary Works exercised a purchase option under its agreement with a foimer PEI subsidiary. At the time of the sale, NiSource allocated 
$0.6 million to this contingent option obligation. However, in November 200.5, U S .  Steel Gary Works announced its intent to exercise the 
purchase option. As a result, in the fourth quaiTer of 2005, NiSource accrued an additional 
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$7.4 million for the settlement of this obligation. In the second quarter of 2006, NiSource paid Private Power approximately $8.0 million to 
settle this obligation. 

In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impailment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The Sand Creek Golf Club assets were 
included in assets of discontinued operations at March 3 1, 2006, In June 2006, the assets of the Sand Creek Golf Club valued at $1 1.9 millioii 
and additional properties, were sold to a private real estate development group. An after-tax loss of $0.2 million was recorded in June 2006. As 
a result of the June transaction with the private developer, at September 30, 2006, $4.3 million of assets, representing an estimate of fiiture 
property to be sold during the iiext twelve months, are reflected as assets held for sale. 

Columbia Transmission is in the process of selling certain facilities that are non-core to the operation of the pipeline system. NiSource has 
accounted for the assets of these facilities, with a net book value of $17.7 million as of September 30, 2006, as assets held for sale. On October 
16, 2006, Columbia Transmission sold assets for net book value of $4.2 million, which were previously reported as assets held for sale. Based 
on discussion with the potential buyer, NiSource does not believe that it is likely to sell certain assets formerly held by Transcom that were 
valued at $6.1 million. These assets were written down to zero in June 2005. 

Results from discontinued operations from NDC Douglas Properties low income housing investments, the golf course assets of Lake Erie Land 
and adjustments for NiSource’s former exploration and production subsidiary, CER, and water utilities are provided in the following table: 

Three Months Nine Months 
Ended September 30, Ended September 30, 

(iiz inillioiis) 2006 2005 2006 2005 
Revenues from Discontinued Operations $ 1.4 $ 2.4 $ 4.1 $ 6.4 

Loss from discontinued operations (0.5) (9.7) (2.3) (3 1.5) 

Net Loss from Discontinued Operations $ (0.3) $ (6.2) $ (1.4) $ (20.4) 
Income tax benefit (0.2) (3.5) (0.9) (1 1 . 1 )  

8. Regulatory Matters 

Gas Distribution Operations Related .Matters 
Gas Distribution Operations continues to offer CHOICE @ opportunities, where customers can choose to purchase gas from a third party 
supplier, through regulatory initiatives in all of its jurisdictions. As of September 2006, approximately 73 1 thousand of Gas Distribution 
Operations’ residential, small commercial and industrial customers were using an alternate supplier. 

On December 17, 2003, the PUCO approved an application by Columbia of Ohio and other Ohio L,DCs to establish a tracking mechanism that 
provides for recovery of current bad debt expense and for the recovery over a five-year period of previously defeil-ed uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the defened uncollectible accounts receivables and establishment of future bad debt 
recovery requirements in November 2004. On May 3 1, 2006, the PUCO approved Columbia of Ohio’s application to increase its IJncollectible 
Expense Rider rate. This application was based on projected annual bad debt recoveiy requirements of $37.0 million. As of September 30, 
2006, Columbia of Ohio has $44.1 million of uncollected accounts receivable pending future recovery. 

On November 21, 2005, Columbia of Ohio filed an application with the PUCO, requesting authority to increase its PIP iider rate from 
$.082 1/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s deferred PIP balance over a twelvemonth period plus 
the expected level of arrears during the succeeding twelve-month period. On December 23, 200.5, Columbia of Ohio supplemented its 
application, and as an alternative offered to 
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extend the recovery period for its deferred balance over 36 months, with carrying costs. This filing provided, in the alternative, for the 
implementation of a revised PIP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application indicated that the PIP rate contained in 
its November 21, 2005 application would be billed absent express PUCO approval of the alternative within the 45-day review process. The 
PUCO took no action within the 45-day period, and on January 9, 2006, Columbia of Ohio filed revised tariffs to reflect the new $.6449/Mcf 
PIP rider rate, effective with February 2006 bills. On February 1, 2006, the PUCO issued an Enhy in which it indicated that it had approved 
Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6,2006). On February 28, 2006, Columbia of Ohio 
filed revised tariffs, reflecting the lower PIP rider rate of $.4004 /Mcf and an extension of the recovery period for its deferred balance over 
36 months, with cariying costs, to be effective with bills rendered on and after March 2, 2006. On Februaiy 6, 2006, the Office of the 
Consumers’ Counsel filed an application for rehearing. By Entry on Rehearing dated March 7, 2006, the PTJCO denied the applicatioii for 
rehearing. On April 6, 2006, the Office of Consumers’ Counsel and other consumer groups filed a second application for rehearing. Columbia 
of Ohio filed a memorandum contra on April 17, 2006. By Entry on Rehearing dated May 3, 2006, the PUCO denied consumer groups’ second 
applications for rehearing. 

On November 2, 2005, Columbia of Virginia filed an Application with the VSCC for approval of a perfoiniance based rate-making 
methodology (“PBR Plan’’), which would freeze non-gas cost rates at their current levels for five years beginning January 1, 2006. The VSCC 
issued a Preliminary Order on November 9, 2005 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the justness and reasonableness of Columbia of Virginia’s current rates, charges and terms and conditions of service. A heai,ing in these 
matters is scheduled to coinmence on November 29, 2006. 

On October 3 1, 2006, the Massachusetts DTE approved a request by Bay State for a $3.6 million inflation adjustment to be collected annually 
over a twelve month period beginning November 1,2006. Bay State is permitted, as part of its DTE-approved Performance Based Rate Plan, to 
adjust its rates each year to compensate for the impact of inflation. 

On July 13, 2005, Noi-thern Indiana and other parties filed ajoint Stipulation and Settlement Agreement with the IIJRC resolving all teiins of a 
new gas ARP program. The IURC approved the Settlement on January 3 1, 2006. The new ARP is effective May 1,2006 through April 30, 
201 0. The new ARP continues key products and seivices including Northern hidiana’s Choice program for custoniers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northern Indiana and the settling parties also agreed to a moratorium on base rates with the ability to addless certain defined issues during the 
teim of this agreement. 

Northern Indiana continues to work with its regulatory stakeholders on a filing made earlier this year to simplify its residential rate structure. 

Gas Transmission and Storaye Operations Related Matters 
On June 30, 200.5, the FERC issued the “Order On Accounting for Pipeline Assessment Costs.” This guidance was issued by the FERC to 
address consistent application across the industry for accounting of the DOT’S Integrity Management Rule. The effective date of the guidance 
is Januaiy 1, 2006 after which all assessment costs will be recorded as operating expenses. Importantly, the rule specifically provides that 
amounts capitalized in periods prior to Januaiy 1, 2006 will be permitted to remain as recorded. In November, 2005, TNGAA sought review of 
the matter before the U. S. Court of Appeals for the D.C. Circuit (INGAA V. FERC, No. OS-1426). The matter remains pending before the 
Court. 

On July 20, 2006, the FERC issued a declaratory order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Columbia Gulf operated portion of the Blue Water Pipeline system. 
Colunibia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
intercomiection agreement in place that 
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goveins the rules of the interconnection. Among other things, these agreements help protect the integrity of Columbia Gulfs  system and the 
reliability of service to its customers. The FERC iuled that Tennessee Gas Pipeline’s interconnection request should be goveined by the 
existing Blue Water Pipeline Operating Agreement between Columbia Gulf and Tennessee Gas Pipeline. Columbia Gulf constructed the 
necessary taps and Tennessee Gas Pipeline then completed its portion of the interconnection facilities. The interconnection was ready to flow 
gas on October 1, 2006. 

In the declaratory order, the FERC also refened the matter to the Office of Enforcement to determine if there should be any action taken 
against Columbia Gulf for failing to comply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipeline to make an 
interconnection. Columbia Gulf has acted in good faith tln-oughout the proceeding and is disappointed with the FERC’s refei-ral of this matter 
to the Office of Enforcement. However, Columbia Gulf is cooperating with the Office of Enforcement while Columbia Gulfs rehearing of the 
declaratoiy order issued by the FERC is pending. 

Electric Operations Related Matters 
During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23, 2002, the IURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northern Indiana will 
receive bill credits of approximately $55.1 million each year, for a cumulative total of $225 million, for the minimum 49-month period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
the IIJRC enters a basic rate order that approves revised Northern Indiana’s electric rates subsequent to the minimum period. The order 
included a rate moratorium that expired on July 3 1, 2006. The order also provides that 60% of any future eainings beyond a specified eainings 
level will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage the 
credit may be more than the $55.1 million target. Credits amounting to $37.9 million and $46.7 million were recognized for electric customers 
for the first nine months of 2006 and 2005, respectively. 

As part of Northern Indiana’s use of the MISO’s transmission service, Day 1, Northein Indiana incurs transmission charges, based upon the 
FERC-approved tariff, which are recovered tlu-ough the FAC process. In addition, Northern Indiana incurs administrative fees, which relate to 
the MISO’s management and operations of the transmission system. These fees, according to a 2004 IURC order, were not eligible for 
recovery or deferral until the end of Northern Indiana’s rate moratorium, which expired on July 3 1, 2006. Day 2 charges included both file1 and 
non-fuel costs. On June 1, 200.5, the IURC issued an order authorizing Northern Indiana to recover fuel-related Day 2 costs. The order denied 
recoveiy or deferral of non-fuel Day 2 costs during Northern Indiana’s rate moratorium. The June 2005 order was unclear as to the 
categorization of certain types of MISO charges as to whether they were fuel or non-fuel. On May 4, 2006, the IURC issued an order, ruling 
that these charges were to be classified as fuel charges and were therefore recoverable through the FAC mechanism, beginning with charges 
incurred on December 9, 2005. As a result, a refund of $9.4 million was required for charges related to the period April 1, 2005 through 
December 8, 2005. Pending this order, Northern Indiana had provided a reserve of $8.7 million through December 2005. As a result of the 
ruling, amounts perniitted to be recovered through the FAC totaled approximately $3.1 million for the first nine months of 2006. Day 2 non- 
fuel costs amounted to $12.7 million for the first nine months of 2006. Of this amount, $1 1.9 million was recorded as non-recoverable in net 
revenues tluough July 3 1, 2006 and, beginning August 1, 2006 per Cause No. 42685, $0.8 million has been defened for consideration in a 
futlire rate case. Day 1 and Day 2 administrative fees totaled $4.0 million for the first nine months of 2006 and were $5.1 million for the year 
2005. Of the $4.0 million in 2006, $1.0 million was deferred for consideration in a future rate proceeding. As part of the established Settlement 
process with market participants, MISO uses “resettlement” statements to make adjustments related to prior operating periods. Amounts related 
to these adjustments cannot be anticipated or estimated in advance. NoiThein Indiana records these amounts when billed. 

On April 1 1,200.5, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year ai-rangernent pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 200.5, 
the IURC issued an iiiterim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana tlzl-ough TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with 
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interim purchases made under the Power Sales Tariff as part of its normal FAC proceedings. Northern Indiana filed supplemental testimony on 
Januaiy 26, 2006 indicating that it no longer is seeking approval of the three-year arrangement. The testimony clarifies that Northem Iiidiana 
was seeking affirmation from the IURC that the intermediate dispatchable power purchases made between August 9, 200.5 and December 3 1, 
2005, which were made pursuant to the July 1, 2005 interim order, were reasonable. 

Northern Indiana, the OUCC and the Industrial Group, reached a settlement agreement on August 19,200.5 for purposes of partially settling 
cause 42824. The OUCC and the Industrial Group agreed to support Northern Indiana’s recovery of intermediate dispatchable power, through 
its FAC for the period August 9, 200.5 through November 30, 2005. Additional settlement provisions include Northern Indiana’s agreement to 
file an electric base rate case on or before July 1, 2008. 

On May 23, 2006, Northern Indiana, Whiting Clean Energy, TPC and Intervenor Board of Comiissioners of LaPorte County, Indiana filed a 
proposed settlement agreement in cause 42824 (described above) requesting IURC approval. The settlement requires Northein Indiana to 
refund $2.0 million (less attorneys fees) associated with the intermediate dispatchable power purchases. Northern Indiana recorded a reserve for 
this amount in the second quarter of 2006. On August 23,2006, the final order in cause 42824 requesting recovery of intermediate dispatchable 
power costs incurred August to December 200.5 was issued. The final order from the 1LJR.C approved the Settlement Agreement between 
Northem Indiana, the OLJCC and the Industrial Group. The IURC order also approved the Settlement Agreement between Northern Indiana 
and LaPorte County, whereby Northern Indiana is to issue a refund of $2.0 million (less attorneys fees) associated with the intermediate 
dispatchable power purchases that were “subject to refund” as a condition in Northern Indiana’s final orders in Cause Nos. 38706 FAC-69 and 
FAC-70. L,aPoi-te County and its attorneys were awarded $0.5 million in fees and expenses. The attorney fees were paid in September 2006 and 
the amounts due to customers will be retuiiied in the next FAC. 

On May 25,2004, Northern Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northein Indiana’s retail electric load requirements and charges imposed on Northeni Indiana by MISO. On 
September 27, 2006, Northern Indiana filed for the voluntary dismissal of a Purchased Power and Transmission Tracker Mechanism, without 
pre,judice, i n  accordance with the terms of the settlement agreement approved by the IURC order in cause 42824 (as described above). The final 
order approving the voluntary dismissal was issued on October 4, 2006. 

Northern Indiana filed FAC-70 on Februaiy 6, 2006. This filing included a reconciliation of actual interniediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MISO charges under consideration in cause 42962 
(described above). The order approving the FAC-70 factor was issued April 20,2006. The intermediate dispatchable power cost recovery was 
sub,ject to refund impacted by the final order in cause No. 42824 that was issued on August 23, 2006 (described above). 

Northern Indiana filed FAC-71 on June 26, 2006. This filing included $8.6 million of the required refund of MISO related costs for the period 
April 1, 2005 though December 8, 2005, consistent with the IuRC’s May 4, 2006 order (see above). On July 21, 2006, tlie IURC issued an 
order approving the FAC-71 rates and creating a sub-docket to review the treatment of purchased power and related costs within the FAC 
proceeding. 

On September 28, 2006, the IURC issued an order approving FAC-72 rates on an interim basis subject to refund in the event that an excess rate 
of return is earned and subject to the resolution of the issues in Cause No. 38706-FAC71 subdocket (described above). FAC-72 included a 
refund for the remaining $0.8 million of MISO-related costs. 

On April 2.5, 2006, the FERC issued an order on the MISO’s Transmission and Energy Markets Tariff, stating that MISO had violated the tariff 
by not assessing revenue sufficiency guarantee charges on virtual bids and offers. The FERC ordered MISO to perform a resettlenient of these 
charges back to April 1 ,  200.5. Although the amount of resettlements applicable lo Northern Indiana cannot be quantified at this time, it is not 
expected to be material. 

On November 26, 2002, Northern Indiana received approval for an ECT. Under the ECT, Northern Indiana is permitted to recover (1) AFUDC 
and a retuiii on the capital investment expended by Northern Indiana to implement IDEM’S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and 
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depreciation expenses once tlie environmental facilities become operational through an EERM. Under the IURC’s November 26, 2002 order, 
Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an annual basis for the EERM. On December 2 1, 
2005, tlie ITJRC approved Northern Indiana’s latest compliance plan with the estimate of $306 million. On October 18, 2006, Northern Indian 
filed for approval of the revised cost estimates to meet the enviroimiental standards. The ECRM revenues amounted to $19.7 million for tlie 
nine months ended September 30, 2006, and $71.5 million from inception to date, while EERM revenues were $10.9 million for the iiine 
months ended September 30, 2006, and $19.7 million from inception to date. On February 3, 2006, Northern Indiana filed ECR-7 
simultaneously with EER-3 for capital expenditures (net of accumulated depreciation for those components which have been placed in service) 
of $230.6 million and depreciation and operating expenses of $18.3 million through December 31, 200.5. On March 29, 2006, the IURC 
approved Northern Indiana’s ECR-7 filing. ECR-8 was filed in August 2006 for capital expenditures (net of accumulated depreciation) of 
$226.8 million and was approved by the IURC on September 28, 2006. ECR-9 and EER-4 are scheduled to be filed in February 2007. 

In January 2002, Northem Indiana indefinitely shut down its Mitchell Station. In February 2004, the City of Gary announced an interest in 
acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length of the 
i-unways at the Gary International Airport. On May 7,2004, the City of Gary filed a petition with the IURC seeking to have the ITJRC establish 
a value foi. the Mitchell Station and establish the ternis and conditions under which the City of Gary would acquire the Mitchell Station. On 
January 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gary and Northein Indiana lacks essential temis necessary for it to be a valid and enforceable 
contract under Indiana law. Northern Indiana, with input from a broad based stakeholder group, is evaluating the appropriate course of action 
for tlie Mitchell Station facility in light of Northwest Indiana’s need for that property and the substantial costs associated with restarting the 
facility. 

On April 13, 2005, Northern Indiana received an order froni the IURC in a complaint filed by Jupiter. While the ITJRC could not conclude that 
Northern Indiana failed to provide reasonably adequate service, the IURC ruled that Northern Indiana must coiistnict a backup line and pay 
Jupiter $2.5 million to install special fast switching equipment at tlie Jupiter plant. Northein Indiana and Jupiter both appealed the IURC’s 
order to the Indiana Court of Appeals, which are currently pending. Northern Indiana remitted the payment of $2.5 million to Jupitei, in 
July 2005. On March 30, 2006, Jupiter filed a second complaint with the IURC, in which Jupiter alleges service problems and seeks additional 
relief. On May 19, 2006, Jupiter also filed a complaint in state court against Northern Indiana seeking recovery of damages based on the same 
alleged service problems. Northern Indiana has moved to stay this state court action pending resolution of the IURC proceedings. 

9. Risk Management and Energy Trading Activities 

NiSource uses conmiodity-based derivative financial instruments primarily to manage commodity price risk and interest late risk exposure iii 
its business as well as for commercial and industrial sales and some trading. NiSource accounts for its derivatives in accordance with SFAS 
No. 133. Under SFAS No. 133, if ceitain conditions are met, a derivative may be specifically designated as (a) a hedge of the exposure to 
changes in tlie fair value of a recognized asset or liability or an unrecognized firm commitment, or (b) a hedge of the exposure to variable cash 
flows of a forecasted transaction. 
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NiSource's derivatives on the Consolidated Balance Sheets at September 30, 2006 were: 

NISOURCE INC. 

(in nzillions) Hedge Non-Hedge Total 
Price risk management assets 

Current assets $ 198.7 $ 1.6 $ 200.3 
72.9 0.2 73.1 Other assets 

Total price risk inanagement assets $ 271.6 ,,. $ -  1.8 $ 273.4- 
--- - 

Price risk nianageiiient liabilities 
Cunent liabilities $ (1 66.4) $ (75.7) $ (242.1) 
Other liabilities (34.7) (5.3) (40.0) 

Total price risk management liabilities $ (201.1) $ (81.0) $ (282. I )  

NiSource's derivatives on the Consolidated Balance Sheets at December 3 1, 2005 were: 

fin nzillioizs) Hedge Non-Hedge Total 
Price risk management assets 

Cuirent assets $ 152.6 $ 30.5 $ 183.1 
Other assets 185.5 7.4 192.9 

Total piice risk management assets $ 338.1 $ 37.9 $ 376.0 

Price risk management liabilities 
Current liabilities $ (63.4) $ (8.9) $ (72.3) 

. I  , ,  

(22.2) - (22.2) 
Total price risk management liabilities $ (85.6) $ (8.9) $ (94.5) 

-- Other liabilities 

The hedging activity for the quarter and nine months ended September 30, 2006 and 2005 affecting accuniulated other comprehensive income, 
with respect to cash flow hedges included the following: 

Three Months Nine Months 
- Ended September 30, Ended September 30, 

(in ~nillions, net of taxes) 2006 2005 2006 2005 
Net unrealized gains on derivatives qualifying as cash flow hedges at the 

beginning of the period $ 85.2 $ 109.9 $ 150.7 $ 93 7 

Unrealized hedging gains (losses) arising during the period on derivatives 
qualifying as cash flow hedges (4 1.2) 106.4 (1 06.0) 132.3 

Reclassification adjustment for net gain included in net income - (12.0) (0.7) (21.7) 
Net unrealized gains on derivatives qualifying as cash flow hedges at the 

$ 44.0 $ 204.3 $ 44.0 $ 204.3 . ~ " "  end of the period 

During the third quarter of 2006 and 2005, zero and a gain of $1.5 million, net of taxes respectively, were recognized in earnings due to the 
ineffectiveness of derivative instruments being accounted for as hedges. All derivatives classified as a hedge are assessed for hedge 
effectiveness, with any components determined to be ineffective charged to earnings or classified as a regulatory asset or liability per SFAS 
No. 71 as appropriate. During the third quarter of 2006 and 2005, NiSource reclassified no amounts related to its cash flow hedges from other 
comprehensive inconie to earnings, due to the probability that certain forecasted transactions would not occur. It is anticipated that during the 
next twelve months the expiration and settlement of cash flow hedge contracts will result in income statement recognition of amounts curiently 
classified in other coniprehensive income of approximately $26.3 million, net of taxes. 
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Commodity Price Risk Programs. Northern Indiana, Northern Indiana Fuel and Light, Kokomo Gas, Northern Utilities, Columbia of 
Pennsylvania, Columbia of Kentucky, Columbia of Maryland and Columbia of Virginia use NYMEX derivative conhacts to minimize risk 
associated with gas price volatility. These derivative hedging programs must be marked to fair value, but because these derivatives are used 
within the framework of their gas cost recovery mechanism, regulatory assets or liabilities are recorded to offset tlie change in the fair value of 
these derivatives. 

Northern Indiana offers a PPS as an alternative to the standard gas cost recovery mechanism. This service provides Northern Indiana customers 
with the opportunity to either lock in their gas cost or place a cap on the total cost that could be charged for any future month specified. I n  order 
to hedge the anticipated physical future purchases associated with these obligations, Northern Indiana purchases NYMEX futures and options 
contracts that correspond to a fixed or capped price in the associated delivery month. The NYMEX futures and options contracts are designated 
as cash flow hedges. Columbia of Virginia started a program in April 2005 similar to the Northern Indiana PPS, which allows non- 
jurisdictional customers the opportunity to lock in their gas cost. These derivative programs are accounted for as cash flow hedges. 

Northern Indiana also offers a DependaBill program to its customers as an alternative to the standard tariff rate that is charged to residential 
customers. The program allows Northern Indiana customers to fix their total monthly bill at a flat rate regardless of gas usage or commodity 
cost. In order to hedge the anticipated physical purchases associated with these obligations, Northern Indiana purchases NYMEX futures and 
options contracts that match the anticipated delivery needs of the program. This derivative program is accounted for as a cash flow hedge. 

As part of the new MIS0 Day 2 initiative, Northem Indiana was allocated FTRs. These rights protect Northern Indiana against congestion 
losses due to the new MIS0 Day 2 activity. The FTRs do not qualify for hedge accounting treatment, but since congestion costs are recoverable 
through the fuel cost recovery mechanism the related gains and losses associated with these transactions are recorded as a regulatory asset or 
liability, in accordance with SFAS No. 71. Additionally, Northern Indiana also uses derivative contracts to minimize risk associated with power 
price volatility. These derivative programs must be marked to fair value, but because these derivatives are used within the framework of their 
cost recovery mechanism, regulatory assets or liabilities are recorded to offset the change in the fair value of there derivatives. 

For regulatory incentive purposes, Northern Indiana enters into purchase contracts at first of the month prices that give countelparties the daily 
option to either sell an additional package of gas at first of the month prices or recall the original volume to be delivered. Northern Indiana 
charges a fee for this option, The changes in the fair value of these options are primarily due to the changing expectations of tlie future intra- 
month volatility of gas prices. These written options are derivative instruments, niust be marked to fair value and do not meet the requirement 
for hedge accounting treatment. However, in accordance with SFAS No. 71, Northern Indiana records the related gains and losses associated 
with these transactions as a regulatory asset or liability. 

For regulatory incentive purposes, Columbia of Kentucky, Columbia of Ohio, Columbia of Pennsylvania, Columbia of Viigiiiia and Columbia 
of Maryland (collectively, the “Columbia LDCs”) enter into contracts that allow counterparties the option to sell gas to Columbia L,DCs at first 
of tlie month prices for a particular month of delivery. Columbia L,DCs charge the counterparties a fee for this option. The changes in the fair 
value of the options are primarily due to the changing expectations of the future intra-month volatility of gas prices. Columbia LDCs defer a 
portion of the change in the fair value of tlie options as either a regulatory asset or liability in accordance with SFAS No. 7 1. The remaining 
change is recognized currently in earnings. 

Columbia Energy Services has fixed price gas delivery commitments to three municipalities in the United States. Columbia Energy Services 
entered into a forward purchase agreement with a gas supplier, wherein the supplier will fulfill the delivery obligation requirements at a slight 
premium to index. In order to hedge this anticipated future purchase of gas from the gas supplier, Columbia Energy Services entered into 
commodity swaps priced at the locations designated for physical delivery. These conmodity swap derivatives are accounted for as cash flow 
hedges. 

NISOURCE INC. 
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Conxnodity piice iisk piogiams included in price risk assets and liabilities: 

September 30,2006 December 3 1,2005 
(in millions) Assets Liabilities Assets Liabilities 

- Gas price volatility program derivatives $ 0.2 $ (78.0) $ 35.7 $ 
PPS woeram derivatives 0.3 (6.9) 1.8 (2.5) 1 Y  

- DependaBill program derivatives 0.2 (2.6) 1.6 
MISO FTR program derivatives 1.1 - 2.2 (0.4) 

(0.1) Power price volatility program derivatives 
Regulatory incentive program derivatives 0.5 (2.9) 

- __ 

(8.5) - 
- 

- Forward purchase agreements derivatives 130.5 - 266.7 

Interest Rate Risk Activities. Contemporaneously with the pricing of the 5.25% and 5.45% notes issued September 16, 2005, NiSource 
Finance settled $900 million of forward starting interest rate swap agreements with six counterparties. NiSource paid an aggregate settlement 
payment of $35.5 million which is being amortized as an increase to interest expense over the term of the underlying debt, resulting in an 
effective interest rate of 5.67% and 5.88% respectively. 

NiSource has entered into interest rate swap agreements to modify the interest rate characteristics of its outstanding long-term debt from fixed 
to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of 
$660 million with six countelparties having a 6 1/2-year term. NiSource Finance will receive payments based upon a fixed 7.875% interest rate 
and pay a floating interest amount based on I.J.S. 6-month BBA LIBOR plus an average of 3.08% per annum. There was no exchange of 
premium at the initial date of the swaps, In addition, each party has the right to cancel the swaps on May 15, 2009. 

On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of $500 niillion with four 
counterparties with an 1 1-year term. NiSource Finance will receive payments based upon a fixed 5.40% interest rate and pay a floating interest 
amount based on U S .  6-month BBA LdBOR plus an average of 0.78% per annum. There was no exchange of premium at the initial date of the 
swaps. In addition, each party has the right to cancel the swaps on either July 15,2008 or July 15, 2013. 

As a result of the fixed-to-variable interest rate swap transactions referenced above, $1,160 million of NiSource Finance's existing long-tem 
debt is now subject to fluctuations in interest rates. These interest rate swaps are designated as fair value hedges, The effectiveness of the 
interest rate swaps in offsetting the exposure to changes in the debt's fair value is measured using the short-cut method pursuant to SFAS 
No. 133. NiSource had no net gain or loss recognized in earnings due to hedging ineffectiveness from prior years. 

Interest rate risk activities programs included in price risk management assets and liabilities: 

September 30, 2006 December 3 1,2005 
Lia b i 1 it i; (in inillions) Assets Liabilities Assets 

Marketing, Trading and Other Activities. The remaining operations of TPC primarily involve commercial and industrial gas sales. TPC, on 
behalf of Whiting Clean Energy, has also entered into power and gas derivative contracts to inanage price risk associated with operating 
Whiting Clean Energy during 2006. 

Interest rate swap derivatives $ - -  $ (27.1) $ -  $ (12.2) 
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Marketing, hading and other programs included in price risk management assets and liabilities: 

NISOURCE INC. 

Gas marketing program derivatives $ 140.6 .. $ (164.5) $ 68.0 $ (70.9) 

10. Whiting Clean Energy 

PEI’s Whiting Clean Energy project at BP’s Whiting, Indiana refinery was placed in service in 2002. The Whiting Clean Energy facility and 
BP have reached a Memorandum of Understanding which, subject to the execution of a definitive agieement, would iedefine terms under 
which Whiting Clean Energy will provide steam to BP. BP intends to develop alternative solutions to meet the refinery’s steam needs by the 
end of 2009. Whiting Clean Energy and BP have also outlined a restructured steam pricing approach for operating the Whiting Clean Energy 
facility in the interim 

Because of continued losses from Whiting Clean Energy, projected impacts froin the Memorandum of Llnderstanding reached between Whiting 
Clean Energy and BP, and expected utilization of the Whiting Clean Energy facility, an impairment study was perfoinied during the third 
quarter of 2006 in accordance with SFAS No. 144. Under the provisions of SFAS No. 144, an impairment loss shall be recognized only if the 
carrying amount of a long lived asset is not recoverable and exceeds its fair value. The test compares the carrying amount of the long lived 
asset to the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. The study indicated that 
no impairment was necessary. 

The study includes many estimates and assumptions for the 35-year estimated useful life of the facility. Changes in these estimates and 
assumptions, such as electricity and natural gas forward price volatility, impacts from the negotiations with BP in reaching a definitive 
agreement as discussed above, and utilization of the facility, could result in a situation where total undiscounted cash flows ale less than the 
carrying value of the facility, which would result in a write-down that could be significant. 

11 .  Goodwill Assets 

NiSource’s goodwill assets at September 30,2006 were $3,677.3 million pertaining primarily to the acquisition of Columbia on November 1, 
2000. The goodwill balances at September 30,2006 for Northern Indiana Fuel and Light and Kokomo Gas were $13.3 million and 
$5.5 million, respectively. 

In the quarter ended June 30, 2006, NiSource performed its annual impairment test of goodwill associated with the purchases of Columbia, 
Northem Indiana Fuel and Light and Kokomo Gas. The results of the June 30, 2006 impairment test indicated that no impairment charge was 
required. For the purpose of testing for impairment the goodwill recorded in the acquisition of Columbia, the related subsidiaries were 
aggregated into two distinct reporting units, one within the Gas Distribution Operations segment and one within the Gas Transmission and 
Storage Operations segment. NiSource uses the discounted cash flow method to estimate the fair value of its reporting units for the purposes of 
this test. 

The results of the June 30, 2005 impairment test indicated that no impairment charge was required for the goodwill related to the purchase of 
Columbia or Northern Indiana Fuel and Light, and that an impairment charge of $10.9 million was required for goodwill related to the purchase 
of Kokomo Gas. This impairment charge was recorded in June 2005 and is reflected in operating expenses as an “Impaiiment and (gain) loss 
on sale of assets” on the Statements of Consolidated Income. Factors contributing to this charge were increased income that reduced the 
“regulatory eaiiiings bank” and limitations on future operating income growth. 
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12. Pension and Other Postretirement Benefits 

NiSource uses September 30 as its measurement date for its pension and other postretirement benefit plans. In accordaiice with SFAS No. 87, 
NiSource acijusted its minimum pension liability at September 30, 2006, decreasing the pension liability by approximately $15 million. The 
decrease in the liability is partly due to an increase in the discount rate used to determine the pension benefit obligation. NiSource expects to 
make contributions of $18.1 million to its pension plans and $4.5.8 million to its other postretirement benefit plans during 2006. Though 
September 30, 2006, NiSource has contributed $17.3 million to its pension plans and $34.3 million to its other postretirement benefit plans. 

The following tables provide the components of the plans’ net periodic benefits cost for the third quarter and nine months ended September 30, 
2006 and 200.5: 

Other Benefits Pension Benefits - 
Three Months Ended September 30, (in millions) 2006 , 2005 2006 2005 
Net periodic cost 

Service cost $ 10.6 $ 10.5 $ 2.3 $ 2.3 

Expected return on assets (43.9) (41.1) (4.6) (3 -9) 

Amortization of prior service cost 1.5 2.7 0.1 0.2 

Special teiiiiination benefits - 2.2 

_. 

Interest cost 31.2 32.0 10.2 10.4 

Amortization of transitional obligation - __ 2.0 2.4 

Recognized actuarial loss 4.7 4.2 1.5 0.9 

Settlemenr/Curtailmeiit loss - 5.4 - 10.8 
Net Periodic Benefits Cost $ 4.1 $ 15.9 $ 11.5 $ 23.1 

__ - 

Pension Benefits Other Benefits 
Nine Months Ended September 30, (in nzillions) 2006 2005 2006 2005 
Net periodic cost 

Service cost $ 31.9 $ 31.3 $ 7.0 $ 6.9 
Interest cost 93.7 96.0 30.4 31.3 
Expected return on assets (1 3 1.7) (12.3.3) (13.8) (11.9) 

Amortization of prior service cost 4.5 7.9 0.3 0.6 
Recognized actuarial loss 13.9 12.8 4.6 2 8  

Settlement/Curtailnierit loss 0.9 5.7 - 10.8 
Net Periodic Benefits Cost $ 13.2 $ 32.6 $ 34.5 $ 47.8 

11.1 September 2006, the FASB issued SFAS No. 158 to improve existing reporting for defined benefit postretirement plans. Please refer to Note 
2, “Recent Accounting Pronouncements,” in the Notes to Consolidated Financial Statements for additional infomiation. 

AmoiTization of transitional obligation - __ 6.0 7.3 

Special termination benefits __. 2.2 - - 

13. Asset Retirement Obligations 

NiSource has accounted for retirement obligations on its assets since January 1, 2003 with the adoption of SFAS No. 143. In the fourth quartei 
200.5, NiSource adopted the provisions of FIN 47, which broadened the scope of SFAS No. 143 to include contingent asset retirement 
obligations and it also provided additional guidance for the measurement of the asset retirement liabilities. This accounting standard and the 
related interpretation require entities to record the fair value of a liability for an asset retirement obligation in the period in which it is incurred. 
When the liability is initially recorded, the entity capitalizes the cost, thereby increasing the carrying amount of the related long-lived asset. 
Over time, the liability is accreted, and the capitalized cost is depreciated over the useful 
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life of the related asset. The rate-regulated subsidiaries defer the difference between the amount recognized for depreciation and accretion and 
the amount collected in rates as required pursuant to SFAS No. 71 for those amounts it has collected in rates or expects to collect in futLne 
rates. 

Changes in NiSource’s liability for asset retirement obligations for the first nine months of 2006 are presented in the table below: 

Nine Months Ended September 30, (in millions) 
Beginning Balance $ 119.8 

Accretion 5.5 
Ending Balance $ 125.3 

NiSource has recognized asset retirement obligations associated with various obligations including costs to remove and dispose of certain 
construction materials located within many of NiSource’s facilities, certain costs to retire pipeline, removal costs for certain underground 
storage tanks, removal of certain pipelines known to contain PCB containination, closure costs for certain sites including ash ponds, solid waste 
management units and a landfill, obligation to return leased rail cars to specified conditions and the removal costs of ceitain facilities and off- 
shore platforms, as well as some other nominal asset retirement obligations. NiSource recognizes that there are obligations to incur significant 
costs to retire wells associated with gas storage operations, however, these assets are land assets with indeterminable lives. Additionally, 
NiSource has a significant obligation associated with the deconunissioning of its two hydro facilities located in Indiana. However, these assets 
have an indeterminate life and no asset retirement obligation has been recorded. 

Certain costs of removal that have been, and continue to be, included in depreciation rates and collected in the service rates of the rate- 
regulated subsidiaries, did not meet the definition of an asset retirement obligation pursuant to SFAS No. 143 and FIN 47. The amount of the 
other costs of removal reflected as a component of NiSource’s accumulated depreciation and amortization was approximately $1.2 billion and 
$1.1 billioii at September 30, 2006 and December 3 1,200.5, respectively, based on rates for estimated removal costs embedded in composite 
depreciation rates. Upon the adoption of SFAS No. 143 on January 1, 2003, NiSource reclassified its cost of removal from accumulated 
depreciation to regulatory liabilities and other removal costs on the Consolidated Balance Sheets. 

For the three months ended September 30, 2006, NiSource accrued $1.8 million of accretion, of which $0.3 million was expensed and 
$1.5 million was recorded as a regulatory asset. For the nine months ended September 30,2006, NiSource accrued $5.5 million of accretion, of 
which $0.8 million was expensed and $4.7 million was recorded as a regulatory asset. For the three and nine months ended September 30, 
2005, NiSource acci-ued less than $0.1 million and $0.3 million of accretion, respectively, of which the majority of it was expensed. NiSource 
anticipates that the depreciation and accretion amounts to be recognized in 2006 associated with its asset retirement obligation assets and 
liabilities will be $2.8 million and $7.5 million, respectively, and will primarily be recorded as a regulatory asset or liability pursuant to SFAS 
No. 71. 

2006 

14. Redemption of Preferred Stock 

On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total redemption value of 
$8 1.6 million. 
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15. Other Commitments and Contingencies 

A. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing 
financial or performance assurance to third parties on behalf of certain subsidiaries. Such agreements include guarantees and stand-by letters of 
credit. These agreements are entered into primarily to support or enhance the creditworthiness otherwise attributed to a subsidiary on a stand- 
alone basis, thereby facilitating the extension of sufficient credit to acconlplish the subsidiaries' intended comniercial purposes. The total 
conmercial Commitments in existence at September 30, 2006 and the years in which they expire were: 

(in iiiillioiis) Total 2006 2007 2008 2009 2010 After 
Guarantees of subsidiaries debt $4,967.1 $ 253.3 $ 32.5 $ 8.8 $ 464.1 $1,282.4 $2,926.0 
Guarantees supporting 

commodity transactions of 
subsidiaries 737.6 177.3 336.3 35.8 38.8 - 149.4 

- - - - - Lines of credit 86 1 .O 86 1 .O 
Letters of credit 87.6 - 27.9 59.7 
Other guarantees 191.5 - 28.5 12.0 3.8 5.0 142.2 
Total commercial commitments $6,844.8 $1,291 .6 $ 425.2 $ 116.3 $ 506.7 $1,287.4 $3,2 17.6 

Guarantees of Subsidiaries Debt. NiSource has guaranteed the payment of $5.0 billion of debt for various wholly owned subsidiaries 
including Whiting Leasing, NiSource Finance, and through a support agreement, Capital Markets, which is reflected on NiSource's 
Consolidated Balance Sheets. The subsidiaries are required to comply with certain financial covenants under the debt indenture and in the event 
of default, NiSource would be obligated to pay the debt's principal and related interest. NiSource does not anticipate its subsidiaries will have 
any difficulty maintaining compliance. 

Guarantees Supporting Commodity Transactions of Subsidiaries. NiSource has issued guarantees, which support up to approximately 
$737.6 inillion of commodity-related payments for its current subsidiaries involved in energy marketing and trading and those satisfying 
requirements under foiward gas sales agreements of current and former subsidiaries. These guarantees were provided to counterparties in ordei, 
to facilitate physical and financial transactions involving natural gas and electricity. To the extent liabilities exist under the commodity-related 
contracts subject to these guarantees, such liabilities are included in the Consolidated Balance Sheets. 

Lines and Letters of Credit. NiSource Finance maintains a five-year revolving line of credit with a syndicate of financial institutions which 
can be used either for borrowings or the issuance of letters of credit. On July 7,2006, NiSource Finance amended the $1.25 billion five-year 
revolving credit facility, increasing the aggregate commitment level to $1.5 billion and extending the termination date to July 201 1. During 
November 200.5, NiSource Finance also entered into a $300 million nine-month revolving credit agreement with Dresdner Kleinwort that 
expired September 5,2006. At September 30,2006, NiSource had $861 million in short-term borrowings outstanding under the five-year 
ievolving credit facility. Through the five-year revolver and through other letter of credit facilities, NiSource has issued stand-by letters of 
credit of approximately $87.6 millioii for the benefit of third parties. 

Other Guarantees or Obligations. On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered into an agreement to 
finance the constmction of the Hardy Storage project, which is accounted for by NiSource as an equity investment. Under the financing 
agreement, Columbia Transmission issued guarantees securing payment for 50% of any amounts issued in connection with Hardy Storage up 
until such time as the project is placed in service and operated within certain specified parameters. As of September 30, 2006, Hardy Storage 
borrowed $57.0 million under the financing agreement, for which Columbia Transmission recorded an accrued liability of approximately 
$1.4 million related to the fair value of its guarantee securing payment for 50% of the $57.0 million borrowed. 

After the October 20, 2003 sale of six subsidiaries, PEI continues to own Whiting Clean Energy. As par? of PEI's sale to Private Power in 
2003, NiSource retained certain obligations with respect to the former PEI subsidiaries. NiSource retained operational guarantees related to 
environmental compliance, inventory balances, employee relations, and a contingent obligation to Private Power that could be triggered if U.S. 
Steel Gary Works exercised a 

- - - 
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purchase option under its agreement with a former PET subsidiary. At the time of the sale, NiSource allocated $0.6 million to this contingent 
option obligation. However, in November 200.5, U S .  Steel Gary Works announced its intent to exercise the purchase option. As a result, in the 
fourth quarter of 200.5, NiSource accrued an additional $7.4 million for the settlement of this obligation. In the second quarter of 2006, 
NiSource paid Private Power approximately $8.0 million to settle this obligation. 

NiSource has purchase and sales agreement guarantees totaling $82.5 million, which guarantee perfoimance of the seller’s covenants, 
agreements, obligations, liabilities, representations arid warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perfoim or otherwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

E. Other Legal Proceedings. In  the normal course of its business, NiSource and its subsidiaries have been named as defendants in various 
legal proceedings. In the opinion of management, the ultimate disposition of these currently asserted claims will not have a material advene 
impact on NiSource’s consolidated financial position. 

C. Environmental Matters. 

General. The operations of NiSource are subject to extensive and evolving federal, state and local environmental laws and regulations 
intended to protect the public health and the environment. Such environmental laws and regulations affect operations as they relate to impacts 
on air, water and land. 

A reserve of $70.9 million and $68.8 million has been recorded as of September 30, 2006 and December 31, 2005, respectively, to cover 
probable corrective actions at sites where NiSource has environmental remediation liability. The ultimate liability in connection with these sites 
wiI1 depend upon many factors, including the volume of material contributed to the site, the number of the other potentially responsible parties 
and their financial viability, the extent of corrective actions required and rate recovery. Based upon investigations and management’s 
understanding of cment  environmental laws and regulations, NiSource believes that any corrective actions required will not have a material 
effect on its financial position or results of operations. 

Gas Distribution Operations. 
At a property in the City of Staunton, Virginia, the current propeity owner has been issued notice by the EPA that they need to evaluate 
potential impacts associated with a gasoline station and a former manufactured gas plant that were on the property. The property owner is 
seeking contribution from Columbia of Virginia. Columbia of Virginia is currently assessing its liability in relation to the property. 

Gas Transmission and Storage Operations. 
On September 2 1, 2006, the EPA issued revisions to the NAAQS for particulate matter. The final nile increased the stringency of the current 
fine particulate (PM2.5) standard, added a new standard for inhalable coarse particulate (particulate matter between 10 and 2.5 microns in 
diameter), and revoked the annual PM 10 standards while retaining the 24-hour PM 10 standards. The 24-hour primary and secondary standards 
for fine particulate were tightened from the previous level of 65 micrograms per cubic meter (pg/m3) to 3Spglm3 while the primary and 
secondary annual standards were kept at 1.5pg/m3. The annual PMlO standards of SOpg/m3 were revolted and the daily standards of 150pg/rn3 
were retained. State recommendations for designation of areas not meeting the new fine particle standards are due November 2007 with EPA 
designations by November 2009, effective in April 2010. SIPS detailing how states will reduce emissions to meet the NAAQS will be due three 
years later with attainment due by April 2015 with a possible five year extension to April 2020. These actions could require further reductions 
in NOx emissions from various emission sources in and near nonattainment areas, including reductions from Gas Transmission and Storage 
Operations. NiSource will continue to closely monitor developments in this area and cannot accurately estimate the timing or cost of emission 
controls at this time 

On August 6, 2006, Columbia Gulf received final approval of the NOx SIP Call Compliance Plan from the state of Kentucky. This Plan will 
reduce NOx emissions by 9.50 tons per ozone season starting May 1, 2007. Currently Columbia Gulf anticipates installation of approximately 
$6 million to $8 million in NOx controls to achieve these reductions. 
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Columbia Transmission discovered and notified the state of West Virginia of compliance issues associated with turbine opeiations at two of its 
facilities. Columbia Transmission is currently finalizing resolution of this issue. 

On June 29, 2006, Columbia Transmission entered into a Consent Agreement with Region I11 EPA related to the management of coal tar based 
pipe wrap. The Consent Agreement requires that Columbia Transmission, and its contractor, pay a civil penalty totaling $1 80,000. 

Electric Operations. 
Air. On September 21, 2006, the EPA issued revisions to the NAAQS for particulate matter as described above under, “Gas Transmission and 
Storage Operations.” The new d e s  set forth in this standard could impact the emission control requirements for coal-fired boilers including 
Northern Indiana’s elect7-ic generating stations. Northern Indiana will continue to closely monitor developments in this area. 

On March 10, 2005, the EPA issued the CAIR final regulations. The rule establishes phased reductions of NOx and SO2 from 28 Eastern 
states, including Indiana electric utilities, by establishing an annual emissions cap for NOx and SO2 and an additioiial cap on NOx emissions 
during the ozone control season. On March 15, 2006, the EPA signed three related rulemakings providing final regulatory decisions on 
implementing the CAIR. The EPA, in one of the rulings, denied several petitions for reconsideration of various aspects of the CAIR, including 
iequests by Northern Indiana to reconsider SO2 and NOx allocations. The main rulemaking established federal implementation plans, or FIPs, 
for power plants to ensure that the emissions reductions required by the CAIR are achieved on schedule and provide criteria, whereby SIPs that 
meet a majority of the federal requirements or abbreviated SIPs could be approved if submitted by the states within six months of the 
September 2006 deadline. As an affected state, Indiana initiated state rule making in June 2005, for creating rules detailing how it will 
implement the federal rule and meet the emission caps. Indiana structured, and preliminarily adopted in June 2006, a draft rule to meet the EPA 
abbreviated CAIR SIP requirements and should therefore be eligible for a six-month extension of the submittal deadline. Final adoption of the 
rule is expected in November 2006. Accordingly, Indiana anticipates that the state CAIR iule will be finalized by March of 2007. Northern 
Indiana will continue to closely monitor developments in this area and cannot accurately estimate the timing or cost of emission controls at this 
time. 

On May 3 1, 2006, the EPA took final action on petitions to reconsider two actions regarding the air pollutant Mercury: 1)  Its determination that 
regulation of electric utility steam generating units under section 1 12 of the Clean Air Act was neither necessary nor appropriate (the section 
1 12 rule); and 2) The Clean Air Mercury Rule. Following the promulgation of the final section 1 12 nile, the EPA received two petitions for 
reconsideration. In i’esponse to the two petitions, the EPA agreed to reconsider certain aspects of the final section 1 12 rule. After considering 
the petitions and the information that was submitted during the public comment period, the EPA determined that its original i-ule was correct. 
Indiana is developing a rule to implement the EPA Clean Air Mercuiy Rule. An initial draft of IDEM’s proposed rule language is not expected 
until either late in the fourth quarter of 2006 or the first quarter of 2007. Northern Indiana will continue to closely monitor developments in this 
area and cannot accurately estimate the timing or cost of emission controls at this time. 

On June 29, 2006, the IDEM held a public hearing to satisfy the public notice requirements for its proposed petition to the EPA to redesignate 
the Indiana counties of Lake and Porter to attainment of the eight-hour ozone NAAQS. The petition included EPA required technical and 
procedural information, as well as optional technical information, supporting the IDEM’s redesignation request, as well as state plans to 
maintain the NAAQS upon the EPA redesignation, if granted. On October 2,2006, the IDEM announced 2006 ozone season readings in these 
counties continued to meet air quality standards, reinforcing the supporting data included in the redesignation petition. IJpon promulgation of 
the EPA and subsequent IDEM regulations to implement the redesignation to attainment, new source review d e s  would change from 
nonattainment new source review rules to prevention of significant deterioration while measures responsible for existing emission reductions 
would continue. Northern Indiana will continue to closely monitor developments in this area arid cannot accurately estimate the outcome or 
timing of the approval of the petition. 

Water. The Great Lakes Water Quality Initiative program is expected to add new water quality standards for facilities that discharge into the 
Great Lakes watershed, includiiig Northern Indiana’s three electric generating 
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stations located on Lake Michigan, The state of Indiana has promulgated its regulations for this water discharge permit program and has 
ieceived final EPA approval. All issues in subsequent litigation related to the EPA’s actions have been resolved with the exception of the 
EPA’s disapproval of the IDEM method for testing whole effluent toxicity. The NPDES water discharge permit for Michigan City Generating 
Station has been issued and became effective on April 1, 2006. Engineering studies have begun to determine specific compliance costs for this 
facility. The permit for the Bailly Generating Station was issued on June 26, 2006, and became effective on August 1, 2006. Northern Indiana 
has since appealed the Bailly Generating Station NPDES permit, due to an unacceptable internal outfall monitoring permit condition. Pending 
review and analysis of this pennit, the cost of complying with the permit requirements cannot be estimated at this time. 

16. Accumulated Other Comprehensive Loss 

The following table displays the components of Accumulated Other Comprehensive Loss, which is included in  “Conuiion stock equity,” on the 
Consolidated Balance Sheets. 

September 30, December 3 1, 
(iiz inillioiw) 2006 2005 
Other comprehensive income (loss), before taxes: 

LJnrealized gains on securities $ 3.0 $ 0.3 

Unrealized gains on cash flow hedges 61.8 228.5 
(1 7.8) (77.8) 

Miiiinium pension liability adjustment (2 52.7) (260.1) 
100.8 103.8 

Tax (expense) on unrealized gains on securities (1.4) (0 .3)  

Tax (expense) on unrealized gains on cash flow hedges 

-. Tax benefit on minimum pension liability adjustment -- 
Total Accumulated Other Comprehensive Loss, net of taxes $ (106.3) $ (5.6) 

17. Business Segment Information 

Operating segments are components of an enterprise for which separate financial information is available that is evaluated regularly by the 
chief operating decision maker in deciding how to allocate resources and in assessing performance. 

NiSource’s operations are divided into four primaiy business segments. The Gas Distribution Operations segnient provides natural gas service 
and transportation for residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, Kentucky, Maryland, Indiana, 
Massachusetts, Maine and New Hampshire. The Gas Traiismission and Storage Operations segment offers gas transportation and storage 
services for LDCs, marketers and industrial and commercial customers located in northeastern, mid-Atlantic, midwestern and southern states 
and the District of Columbia. The Electric Operations segnient provides electric service in 21 counties in the northern part of Indiana. The 
Other Operations segment primarily includes gas and power marketing, and ventures focused on distributed power generation technologies, 
including cogeneration facilities, fuel cells and storage systems. 
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The following table provides information about business segments. NiSource uses operating income as its primary measurement for each of the 
reported segments and males decisions on finance, dividends and taxes at the corporate level on a consolidated basis. Segment revenues 
include intersegment sales to affiliated subsidiaries, which are eliminated in consolidation. Affiliated sales are recognized on the basis of 
prevailing market, regulated prices or at levels provided for under contractual agreements. Operating income is derived fiom revenues and 
expenses directly associated with each segment. 

T h e e  Months Nine Months 
Ended September 30, Ended September 30, 

(ll? 7??i~/10i?S) 2006 2005 2006 2005 
REVENIJES 
Gas Distribution Operations 
IJnaffiliated 463.8 443 "6 3,338.2 3,2 10.5 
Intersegment 4.2 4.5 11.6 4.2 

3,2 14.7 
Gas Transmission and Storage Operations 
Unaffiliated 145.7 130.7 451.1 426.8 
Intersegment 52.3 57.0 177.7 186.4 
Total 198.0 187.7 628.8 613.2 
Electric Operations 
Unaffiliated 378.2 372.8 987.2 936.4 
Intersegment 0.5 0.4 1.3 1.7 
Total 378.7 373.2 988.5 938.1 
Other Operations 
IJiiaffiliated 168.6 207.9 664.1 618.5 

Total 468.0 448.1 3,349.8 __ 

Intersegnient 7.7 19.0 30.2 35.3 
Total 176.3 226.9 694.3 653.8 
Adjustments and eliminations (64.5) (71.8) (220.6) (217.6) 
Consolidated Revenues - $1,156.5 $1,164.1 $5,440.8 $5,202.2 

Operating Income (Loss) 

Gas Transmission and Storage Operations 68.9 62.2 258.2 248.5 
Electric Operations 108.3 110.4 239.7 236.8 
Other Operations (0.3) (0.7) (15.1) (14.4) 

Gas Distribution Operations (31.6) (69.6) 168.4 21 1.0 

Corporate (8.9) (9.8) (15.6) (3 1.9) 
Consolidated Operating Income - $ 136.4 $ 92.5 $ 635.6 $ 650.0 
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Note regarding forward-looking stateni erzts 
The Management’s Discussion and Analysis, including statements regarding market risk sensitive instruments, contains “forward-looking 
statements,” within the nieaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 
1934, as amended. Investors and prospective investors should understand that many factors govern whether any forward-looking statement 
contained herein will be or can be realized. Any one of those factors could cause actual results to differ materially from those projected. These 
forward-looking statements include, but are not limited to, statements concerning NiSource’s plans, objectives, expected performance, 
expenditures and recovery of expenditures through rates, stated on either a consolidated or segment basis, and any and all underlying 
assumptions and other statements that are other than statements of historical fact. From time to time, NiSawce may publish or otherwise make 
available forward-looking statements of this nature. All such subsequent forward-looking statements, whether written or oral and whether made 
by or on behalf of NiSource, are also expressly qualified by these cautionary statements. All forward-looking statements are based on 
assumptions that management believes to be reasonable; however, there can be no assurance that actual results will not differ materially. 

Realization of NiSource’s objectives and expected performance is subject to a wide range of risks and can be adversely affected by, among 
other things, weather, fluctuations in supply and demand for energy commodities, growth opportunities for NiSource’s businesses, increased 
competition in deregulated energy markets, the success of regulatory and commercial initiatives, dealings with third parties over whom 
NiSource has no control, the effectiveness of NiSource’s outsourcing initiative, actual operating experience of NiSource’s assets, the regulatory 
process, regulatory and legislative changes, changes in general economic, capital and commodity market conditions, and counterparty credit 
iisk, many of which risks are beyond the control of NiSource. In addition, the relative contributions to profitability by each segment, and the 
assumptions underlying the forward-looking statements relating thereto, may change over time. 

The following Management’s Discussion and Analysis should be read in conjunction with NiSource’s Annual Report on Form 10-I< for the 
fiscal year ended December 3 1, 200.5. 

CONSOLIDATED REVIEW 

Executive Summary 
NiSource generates virtually 100% of the company’s operating income through the sale, distribution, transportation and storage of natural gas 
and the generation, transniission and distribution of electricity, which are rate regulated. 

For the nine months ended September 30, 2006, income from continuing operations was $220.3 million, or $0.81 per share. This compares to 
income from continuing operations of $21 1.1 million, or $0.78 per share, for the year-ago period. The increase was primarily due to lower 
restructuring and transition costs associated with the IBM agreement and lower asset impailment charges recorded this year. The first nine 
months of 2005 included $70.9 million of restructuring, transition, and pension costs associated with the IBM agreement and $21 “8 million of 
asset impairment charges. The first nine months of 2006 included $1 1.8 million of restructuring and transition costs associated with the IBM 
agreement and $5.9 million of asset impairment charges. Also conhibuting to the increase in income from continuing operations is lower 
interest expense of $27.1 million and increased net revenues of $27.6 million fiom sales of shorter-teim transportation and storage services 
within Gas Transmission and Storage Operations. NiSource is recognizing interest expense savings due to the refinancing of $2.4 billion in 
long-term debt during 200.5. 

Partially offsetting the above increases in income from continuing operations were lower net revenues due to the mild winter weather and 
declines in residential usage by natural gas utility customers. Weather was 13% waimer than nornial and a year ago. Weathei reduced net 
revenues in NiSouice’s Gas Distribution Operations business segment by approximately $60 million during the first nine months of 2006 
versus last year. Gas Distribution Operations net revenues were also reduced by approximately $18 million due to residential usage declines. 
Residential usage declines are likely to continue to adversely impact the operating results of Gas Distribution Operations. 
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NiSource continues to focus on its four-point platfoim for long-term, sustainable growth. This plan is centered on its portfolio of low-risk, 
regulated assets: commercial and regulatory initiatives; commercial growth and expansion of the gas transmission and storage business; 
financial management of the balance sheet; and expense management. Following are updates related to these initiatives. 

(C Q&nLEzi) 

CQmrcia lanSi  Xeg_U!atorp Iai!ii@ivs 
Sales of Shorter-Term Transportation aiid Storage Services. Seasonal price fluctuations in the national energy market created oppoitunities 
for customers to utilize existing shorter-tern transportation and storage tariff services provided by Columbia Transmission and Colunibia Gulf. 
A newly redeveloped, Houston-based commercial team has capitalized on these opportunities. Columbia Transmission entered into contracts 
that represent revenues in excess of $40 million of shorter-term business for 2006, $3 1.7 million of which was recorded during the first nine 
months ended September 30, 2006. 

Regulatory Trackers. Comparability of line item operating results are impacted by regulatory trackers that allow for the recovery in rates of 
certain costs such as bad debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and 
have essentially no impact on total operating income results. An increase in operating expenses of $35.7 million was offset by a corresponding 
increase to net revenues reflecting recovery of certain costs. 

Ciistomter Conservntiow. NiSource remains focused on the effects of customer conservation and is taking steps to address this issue. NiSource 
is developing and pursuing a number of regulatory initiatives throughout its distribution markets to mitigate tlie impact of conservation and 
customer attrition either through broader rate proceedings or specific mechanisms such as rate design, decoupling or other initiatives developed 
to nioderate the impact of conservation. For example, on May, 16, 2006, Northern Indiana filed a petition with the WRC to simplify its 
residential rate structure and has made substantial progress in settlement discussions with its regulatory stakeholders. 

Coal GasiJcation Project. On October 26, 2007, Northern Indiana and the other two large gas distribution companies in Indiana signed a 
nonbinding letter of intent supporting potential development of a coal gasification project in the southern part of Indiana. Should this project go 
forward, Northern Indiana would use some of the gas from this facility as part of its overall gas supply portfolio and would also use some of the 
gas for the production of power. This project is still in the preliminary phase and a number of significant conditions must be satisfied before 
Northern Indiana would be expected to sign a binding contract for the output from this facility. Two of the more significant conditions are 
KJRC approval of Northern Indiana’s recovery of its costs under tlie contract and passage of legislation that would assure the continued 
recovery of those costs for the teim of the contract. 

Bay State Rate Case. On November 30, 2005, Bay State received approval from the Massachusetts DTE to increase its rates by $1 1.1 million. 
The Massachusetts DTE also approved Bay State’s request for a performance based rate plan but denied the request for cost recovery of a steel 
infrastixicture replacement program. 

C-oxunercial Growth and Expansion of the Gas Transmission and Storaye Business 

Hardy Storage. In November 2004, Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major 
new undergiound natural gas storage field to help meet increased market demand for natural gas in the eastern United States. Hardy Storage 
was then formed by Columbia Transmission and Piedmont to develop a natural gas storage field from a depleted natuial gas production field in 
West Virginia. The field, which will have the capacity to store approximately 12 Bcf of natural gas, is expected to be able to deliver 176 
MMDth pel day of film storage service on behalf of the subscribing customers. Construction began in the first quarter of 2006 and Hardy 
Storage is expected to be placed in service in the second quarter of 2007. On June 29, 2006, Columbia Tiansmission, Piedmont, and Hardy 
Storage entered into an agreement to finance the construction of Hardy Storage. 
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Milletirziitrn Pipeline. Millennium has proposed a pipeline project, in which Columbia Transnlission is participating and will serve as 
operator, which will provide access to a number of supply and storage basins and the Dawn, Ontario trading hub. Millennium Pipeline, as well 
as companion upstream and downstream projects, are proceeding with the regulatory approval process. On May 3,2006, Millennium made a 
second amended certificate filing to the FERC. This filing reflected the new partnership agreements and reconfigured ownership levels, It also 
reflected the change in contributed assets from Calunibia to Millennium and other project updates. The reconfigured Millennium project relies 
on completion of some or all of several other related pipeline projects proposed by Empire, Algonquin Gas Transmission Co., Iroquois Gas 
Transmission System, L. P., and Islander East Pipeline Company, L.L.C. collectively referred to as the “Companion Pipelines.” Millennium 
has also advised several counties in New York that without ceitain requested tax relief the project, as currently proposed, will not be built. 
Millennium did receive a Final Environmental Impact Statement from the FERC on October 13,2006. A final FERC certificate for Milleniiiuin 
is expected by year end. Provided the necessary regulatory approvals for Millennium and the “Companion Pipelines” and requested tax relief is 
received in a timely manner, Millennium plans to begin construction in Spring 2007 with a projected in-service date of November 2008. 
Millennium is anchored by long-term agreements with Consolidated Edison Inc. and Keyspan Corporation. Columbia and Cential Hudson Gas 
& Electric Corporation also hold long-term agreements on Millennium. The redistribution of equity among partners in the Millennium Pipeline 
is now complete, with NiSource subsidiary Columbia Transmission holding a 47.5% equity stake. 

O t h n  GixxtLI_Proje_cts 
Easterrz Market Expansion. Eastern Market Expansion, a combined storage and transportation project designed to meet core market growth 
in the mid-Atlantic region that already has several binding customer agreements continues with pre-filing activities. 

Fin_aI?cnd.Management of the Balance Sheet 

Interest Expense Savings. NiSource refinanced $2.4 billion of long-teim debt at lower rates during 200.5. As a result, interest expense, net 
was $284.9 million for the nine months ended September 30, 2006, a decrease of $27.1 million compared to the first nine nionths of 2005. This 
improvement was partially offset by lower interest income and higher costs related to the sale of accounts receivable which both contributed to 
the $13.3 inillion change in Other, net. 

Expense and Process M.asgeaisat 

IBM Agreement. During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which 
IBM will provide a broad range of business transfoimation and outsourcing services to NiSource. The service and outsourcing agreement is for 
ten years with a transition period to extend through December 3 1, 2006. NiSource expects the 10-year agreement with IBM to deliver upwards 
of $530 million in gross savings in operating and capital costs. This cost savings is dependent upon many factors, and unanticipated changes in 
operations may cause actual cost savings to be substantially less than expected. As a part of this transformation, many new information 
technology systems and process changes have an accelerated time-line for completion. In August, 2006, NiSource and IBM decided to delay 
further implementation of certain information technology systems beyond January 1, 2007 due to difficulties encountered with the first wave of 
new system implementations. This delay may decrease the level of projected operating cost savings while continuing to ensure stable 
operations. A high-level team of NiSource and IBM resources have been assigned to reassess some of the systems and processes involved to 
ensure a successful implementation 

Operating Expemes. Operating expenses for the first nine nionths of 2006 were $1,618.1 million, a decrease of $5.2 million from the 2005 
period. Excluding expenses that are recovered through regulatory traclcers and coil-esponding increases in net revenues, operating expenses 
decreased by $40.9 million. This decrease was due primarily to lower restsucturing, pension and transition costs associated with the IBM 
agreement and lower asset impaisrnent charges recorded this year. Partially offsetting these decreases were operating expense increases in  the 
Gas Transmission and Storage Operations segment primarily due to higher employee and administrative costs, property insurance premiums, 
costs to settle litigation and pipeline integrity expenses. 

35 

fittp://ir .nisource.com/EdgarDetail.cfnz?Co~panyID=NI&CI~=1111711&FID=950137-06-11743&SID=... 3/30/2007 



NISOTJRCE INC/DE (Form: 10-Q, Received: 11/02/2006 12:46: 19) Page 43 of 81 

Table of Contents 

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
(contmxed) 

NISOUKCE INC. 

Zmurnnce Costs. NiSource renewed both of the onshore property and casualty insurance programs on July 1,2006. As a result of the demand 
for limited insurance capacity for offshore exposures, particularly the Gulf of Mexico, the offshore property program was renewed on June 1, 
2006. NiSource sustained an increase of approximately $8 million in property insurance costs directly attributable to the increase in insurance 
premiums for offshore and onshore facilities located in or near the Gulf of Mexico. Casualty premiums remained relatively flat compared to the 
previous year. Such increases and restrictions in coverage for Gulf of Mexico windstorm exposures were driven by the overall poor 
undeiwriting experience of the insurance industry over the past few years, resulting from the unprecedented losses sustained from hurricanes 
such as Ivan, ICatrina and Rita. 

Strategic Initiatives 
NiSource’s Whiting Clean Energy facility and BP have reached a Memorandum of LJnderstanding which, subject to the execution of a 
definitive agreement, would redefine terms under which Whiting Clean Energy will provide steani to BP. BP intends to develop alternative 
solutions to meet the refinery’s steam needs by the end of 2009. Whiting Clean Energy and BP have also outlined a resbuctured steam pricing 
approach foi. operating the Whiting Clean Energy facility in the interim. 

NiSource is moving forward on its financial and strategic study initiative. The Board is in the advanced stages of reviewing a variety of options 
developed during the analytical phase of the strategic review process. 

20@ Outlook 
NiSource disclosed in its quarterly report ending March 3 1, 2006 that it expected income from continuing operations for 2006 to be between 
$1 “33 to $1.43 basic EPS. This expectation considered the unfavorable weather impact of 9 cents per share that occurred during the first quarter 
2006, In its quarterly repoil: ending June 30, 2006, NiSource stated that attaining this guidance would be unlikely, primarily as a result of 
increased customer attiition and reduced customer usage of natural gas. NiSource’s initial earnings guidance included an assumption that usage 
declines would return to historic levels of 0.5% to 1%, as compared to the revised view that the decline could approximate 5%. Custonier 
attrition has also increased significaiitly from historic levels of about 0.5% to approximately 1.2%. The projected impact of these issues was a 
reduction in net revenues of nearly $40 ndlion, or 10 cents per share, compared with the levels underlying NiSource’s initial earnings guidance 
for the year. In addition, lower net interest savings were projected to increase interest expense and decrease other income by $12 million, or 3 
cents per share, cornpared with the initial 2006 earnings guidance. NiSource has elected to not provide a reforecast of earnings for 2006 at this 
time 

Results of Operations 
Quarter Ended September 30,2006 

Net Income 
NiSource reported net income of $25.8 million, or $0.10 per share, for the three months ended September 30, 2006, compared to a net loss of 
$6.8 million, or $0.03 loss per share, for the three months ended September 30, 2005. Operating income was $136.4 million, an increase of 
$43.9 million from the same period in 2005. All per share amounts are basic EPS. Basic average shares of common stock outstanding at 
September 30, 2006 were 272.5 million compared to 271.7 million at September 30, 2005. 

Comparability of line item operating results was impacted by regulatory trackers that allow for the recovery in  rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and have essentially no impact 
on total operating income results. An increase in operating expenses of $7.0 million was offset by a coi-responding increase to net revenues 
reflecting recovery of these costs. 

Net Revenues 
Total consolidated net revenues (gross revenues less cost of sales) for the three months ended September 30, 2006, were $63 1 .5 million, a 
$24.4 million increase from the same period last year. Excluding the impact of $7.0 million of trackers discussed above, net revenues increased 
by $17.4 million. Cooler weather in the third quarter of 2006 adversely affected Electric Operations by approximately $10 million and 
improved revenues within Gas Distribution Operations by approximately $3 million. The increase in net revenues was also attributable to 
increased net revenues from Electric Operations, excluding the impact of weather, of $14.4 million, mainly fi-om lower unrecoverable MIS0 
costs included in costs of sales of $4.0 million, increased electric usage by industrial customers 
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of approximately $4 million and other factors, and Gas Transmission and Storage Operations realizing a $10.2 million increase in sales from 
shorter-teim transportation and storage services. 

Exp.eix e s 
Operating expenses for the third quarter 2006 were $495.1 million, a decrease of $19.5 million from the 200.5 period. Excluding increases in 
expenses that are recovered through regulatory trackers and corresponding increases in net revenues (see discussion above), operating expenses 
decreased approximately $26.5 million, This decrease was primarily due to impacts in the third quarter of 200.5, which included transition costs 
and a pension and other postretirement benefit charge totaling $49.0 million associated with the IBM outsourcing initiative, pai.tially reduced 
by the reversal of accrued incentive compensation of $10.2 million. During the third quarter of 2006, operation and maintenance expense 
increases included generation and maintenance costs of $5.2 million in Electric Operations, higher property insurance premiums of $3.4 million 
mainly for offshore and onshore facilities located in or near the Gulf of Mexico, and certain costs incurred to settle litigation during the quarter. 

0 t h ~ :  Incolne (Deductions) 
Interest expense, net was $96.2 million for the quarter, a decrease of $10.3 million compared to the third quarter 200.5. This decrease was due 
to the refinancing of $2.4 billion in long-term debt at lower rates during 2005, partially offset by higher short-term interest rates. Other, net was 
a loss of $0.8 million for the current quarter compared to iiicorne of $3.3 million for the comparable 200.5 period due to lower interest income 
and increased costs associated with the sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts 
receivable balances resulted in the higher expenses associated with the sale of accounts receivable. 

IQcQm TAGS 
Income tax expense for the third quarter of 2006 was $13.5 million, compared to an income tax benefit of $5.8 million due to losses incurred in 
the third quarter of 200.5. The effective tax rate for the quarter ended September 30, 2006 was 34.3%, which includes a $1.1 million income tax 
benefit recorded upon filing NiSource’s 2005 consolidated federal income tax return. The income tax benefit in the third quarter of last year 
represented a 49.6% effective tax rate as a result of a loss from continuing operations together with a $1 I 1 million tax benefit recorded upon 
filing NiSource’s 2004 consolidated federal income tax return. 

Results of Operations 
Nine Months Ended September 30,2006 

Net Income 
NiSource reported net income of $219.7 million, or $0.81 per share, for the nine months ended September 30, 2006, compared to 
$2.38 5 million, or $0.88 per share, for tlie first nine months of 200.5. Operating income was $635.6 million, a decrease of $14.4 million from 
the same period in 200.5. NiSource’s net income in the first nine months of 200.5 reflects the $27.4 million gain on discontinued opeiations, 
which is the result of changes to reserves for contingencies related to the previous sale of discontinued assets partially offset by an inipaiiinent 
charge for certain discontinued assets. Basic average shares of common stock outstanding at September 30, 2006 were 272.4 million compared 
to 27 1 , l  million at September 30, 2005 

Comparability of line item operating results was impacted by regulatory trackers that allow for the recovery in rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and have essentially no impact 
on total operating income results, An increase in operating expenses of $35.7 million was offset by a corresponding increase to net revenues 
reflecting recovery of these costs. 

Net Revenues 
Total consolidated net revenues (gross revenues less cost of sales) for the nine months ended September 30, 2006, were $2,253.7 million, a 

\ -  

$19.6 million decrease from the same period last year. Excluding’the impact of $35.7 million ofhackers discussed above, net revenues 
decreased by $55.2 million, primarily due to the adverse impact of weather on Gas Distribution Operations by approximately $60 million and 
decreased usage of residential gas customers amounting to approximately $1 8 million. These decreases in net revenues were partially offset by 
increased sales of shorter-term transportation and storage services in Gas Transmission and Storage Operations 
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amounting to $27.6 million. Electric Operations positive impacts to net revenues included a reduction in customer credits of $8.7 million and a 
reduction in unrecoverable MISO costs included in costs of sales of $7.7 million, which included the impact of a favorable regulatory ruling on 
the recoverability of certain MISO charges. The comparable period last year benefited by $8.9 million related to a third-party buyout of a 
banluuptcy claim relating to the rejection of a shipper’s long-term contract within Gas Transmission and Storage Operations. 

EX@?!lSG3 
Operating expenses for the first nine months of 2006 were $1,618.1 million, a decrease of $5.2 million from the 2005 period. Excluding 

1 -  

increases in expenses that are recovered through regulatory trackers and corresponding increases in net revenues (see discussion above), 
operating expenses decreased $40.9 million. The decrease was primarily due to impacts in the first nine months of 2005 which included 
restructuring charges, transition costs, pension and other postretirement benefit charges, and other costs associated with the IBM outsourcing 
initiative totaling $70.9 million, a $10.9 million charge for obsolete software systems and a $10.9 million inipaiiment charge related to 
goodwill at Kokomo Gas. Operating expense increases in the first nine months of 2006 included transition and other restnicturing charges 
associated with the IBM agreement of $11 “8 million, outside services and consulting of $12.3 million, generation and maintenance costs of 
$8.4 million in Electric Operations, higher property insurance premiums of $6.0 million mainly for offshore and onshore facilities located in or 
ileal the Gulf of Mexico, asset impairment charges of $5.9 million and certain costs incuned to settle litigation during the quarter. 

Other Inconie (Deductions). 
Interest expense, net was $284.9 million for the first nine months of 2006 compared to $3 12.0 million for the first nine months of last year. 
This decrease of $27.1 million was mainly due to the refinancing of $2.4 billion in long-tenn debt at lower rates during 2005, partially offset by 
higher short-term interest rates. Other, net was a loss of $6.9 million for the first nine months of 2006 compared to income of $6.4 million for 
the comparable 2005 period due to lower interest income and increased costs associated with the sale of accounts receivable. Higher fees, due 
to higher interest rates, and increased levels of accounts receivable balances resulted in the higher expenses associated with the sale of accounts 
receivable. 

Income Taxes 
Income tax expense for the first nine months of 2006 was $12 1.7 million, a decrease of $8.4 million compared to the 2005 period, due 
primarily to a lower effective tax rate. The effective tax rate for the nine months ended September 30, 2006 was 35.6% compared to 38.1% for 
the comparable period last year. This 2.5% decrease reflects reductions in deferred state inconie tax liabilities recorded in the first quaitel’ of 
2006 and the tax impact of the non-deductible goodwill impairment charge recorded at Kokomo in the second quai-ter of 2005 I Offsetting these 
decreases is additional tax expense associated with the reduction in low income housing credits. 

Liquidity and Capital Resources 

Generally, cash flow from operations has provided sufficient liquidity to meet operating requirements. A significant portion of NiSource’s 
operations, most notably in the gas distribution, gas transportation and electric businesses, is subject to seasonal fluctuations in cash flow 
During the heating season, which is primarily froin November through March, cash receipts from gas sales and transportation services typically 
exceed cash requirements. During the summer months, cash on hand, together with the seasonal inciease in cash flows fr-om the electric 
business during the summer cooling season and external short-term and long4ei-m financing, is used to purchase gas to place in storage for 
heating season deliveries, perfoini necessary maintenance of facilities, make capital improvements in plant and expand service into new areas. 
While the previous credit agreements were projected to adequately meet these needs, on July 7, 2006, NiSource Finance amended its 
$1.25 billion credit facility increasing its aggregate commitment level to $1 S billion to help niaintain a reasonable cushion of shoi t-term 
liquidity. NiSource Finance anticipates entering into a new $300 million short-tenn credit agreement with Dresdner Kleinwort during the fourth 
quarter of 2006 to provide additional liquidity through early 2007. 
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OpeEaiiu-Activii.ties 
Net cash from operating activities for the nine months ended September 30, 2006 was $865.3 million, an increase of $108.4 million from the 
nine months ended September 30, 2005. This increase was primarily due to a significant reduction in outstanding accounts receivable and the 
collection of under-recovered gas cost partially offset by the impact in 2006 of reduced accounts payable balances. High gas cost in 
December 2005 resulted in unusually large balances in accounts receivable, accounts payable and under-recovered gas cost. A federal tax 
refund in the first quarter of 2005 compared to a tax payment in the first quarter of 2006 decreased net cash from operating activities period 
over period. 

Iiivesting Activities 
Capital expenditures of $398.3 million in the first nine months of 2006 were $8.6 million lower than the comparable 2005 period. The spending 
for the first nine months primarily reflected on-going system improvements and upgrades to maintain service and reliability. Capital spending 
is expected to increase in 2006 compared to last year, mainly for increased integrity-management improvements in the Gas Transmission and 
Storage Operations segment and expenditures to replace key components within the Electric Operations segment in addition to new business 
projects. The program is expected to be funded primarily via cash from operations. Restricted cash balances increased $169.1 million in the 
first nine months of 2006 due primarily to a change in margin requirements for NiSource’s various derivative positions. Refer to Note 9, “Risk 
Management and Energy Trading Activities,” in the Notes to Consolidated Financial Statements for fin-ther discussion of NiSource’s risk 
management programs which utilize derivative instruments. 

Financing Acti.vities 
On J d y  29, 2003, NiSource filed a shelf registration statement with the SEC to periodically sell up to $2.5 billion in debt Securities, common 
and preferred stock, and other securities. The registration statement became effective on August 7, 2003, which when combined with 
NiSource’s pre-existing shelf capacity, provided an aggregate $2.8 billion of total issuance capacity. As of September 30, 2006, NiSource’s 
remaining shelf capacity was $850 million. 

Ciintiilative Preferred Stock. On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total 
redemption value of $8 1.6 million. 

Long-term Debt. During May 2006, NiSource redeemed $25 .0 million of Capital Markets medium-term notes, with an average interest rate of 

During April 2006, NiSource redeemed $15.0 million of Capital Markets medium-term notes, with an average interest rate of 7.75%. 

On September 16,2005, NiSource Finance issued $450 million of 5.25% 12-year unsecured notes that mature September 15,2017 and 
$550 million of 5.45% 1.5-year unsecured notes that mature September 15,2020. The proceeds were used in part to redeem $900 million of 
NiSource Finance notes due November 15, 2005. Contemporaneously with the pricing of the 5.25% and 5.45% notes, NiSource Finance 
teiminated $900 million of forward starting swaps resulting in a $35.5 million payment to NiSource’s swap counterpai-ties. The swap 
termination payments will be amortized over the life of the new debt issues, resulting in an effective interest rate of 5.67% and 5.88% 
respectively. 

During July 2005, Northern Indiana redeemed $34.0 million of its medium-term notes with an average interest rate of 6.62%. 

During June 2005, Northern Indiana redeemed $39.3 million of its medium-term notes and Bay State redeemed $10.0 million of its medium- 
teim notes with an average interest rate of 6.79% and 6.58%, respectively. 

During April 2005, NiSource redeemed $30.0 million of Capital Markets medium-term notes, with an average interest rate of 7.67%. 

Credit Facilities. During July 2006, NiSource Finance amended its $1.25 billion five-year revolving credit facility increasing the aggregate 
commitment level to $1 .5 billion and extending the termination date to J ~ l y  20 1 1. The 

7“ 5 0%. 
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amended facility will help maintain a reasonable cushion of short-term liquidity in anticipation of continuing volatile natural gas prices. During 
November 2005, NiSource Finance entered into a $300 million nine-month revolving credit agreement with Dresdner Kleinwort that expired 
September 5, 2006. NiSource Finance anticipates entering into a new $300 million short-term credit agreement with Dresdner Kleinwort during 
the fourth quarter of 2006 to provide additional liquidity through early 2007. 

NiSource Finance had outstanding credit facility borrowings of $861 .0 million at September 30, 2006, at a weighted average interest rate of 
5.70%, and borrowings of $898.0 million at December 31, 200.5, at a weighted average interest rate of 4.95%. As of September 30, 2006 and 
December 31, 2005, NiSource Finance had $87.6 million and $101.6 million of stand-by letters of credit outstanding, respectively. At 
September 30, 2006, $59.6 nillion of the $87.6 million total outstanding letters of credit resided within a separate bi-lateral letter of credit 
arrangement with Barclays Bank that NiSource Finance obtained during Februaiy 2004. Of the remaining $28.0 million of stand-by letters of 
credit outstanding at September 30, 2006, 24.6 million resided under NiSource Finance’s five-year credit facility and $3.4 million resided 
under an uncommitted arrangement with another financial institution. As of September 30, 2006, $614.4 million of credit was available undei 
tlie credit facility. 

Sale of Trade Accounts Receivables. On May 14, 2004, Columbia of Ohio entered into an agreement to sell, without recourse, substantially 
all of its trade receivables, as they originate, to CORC, a wholly owned subsidiary of Columbia of Ohio. CORC, in turn, is party to an 
agreement, also dated May 14, 2004, under the terms of which it sells an undivided percentage ownership interest in the accounts receivable to 
a coininercial paper conduit. The agreement, which had a scheduled expiration date of May 12, 2006, was extended for another year to May 1 1, 
2007. The agreement was further amended on July 1, 2006 increasing the program limit frorn $300 million to $350 million and extending the 
expiration date to June 29, 2007. As of September 30, 2006, $72.5 million of accounts receivable had been sold by CORC. 

Under the agreement, Columbia of Ohio acts as administrative agent, by perfoiming record keeping and cash collection fiinctions for tlie 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 

On December 30,2003, Northern Indiana entered into an agreement to sell, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiary of Northern Indiana. NRC, in turn, is party to an agreement under the term of which it sells an undivided 
percentage ownership interest in the accounts receivable to a commercial paper conduit. The conduit can purchase up to $200 inillion of 
accounts receivable under the agreement. NRC’s agreement with the commercial paper conduit has a scheduled expiration date of 
December 22, 2006, and can be renewed if mutually agreed to by both parties. As of September 30, 2006, NRC had sold $191.1 million of 
accounts receivable. Under tlie arrangement, Northein Indiana may not sell any new receivables if Northem Indiana’s debt rating falls below 
BBB- or Baa3 at Standaid and Poor’s and Moody’s, respectively. 

Under the agreement, Northern Indiana acts as administrative agent, perfoiming record keeping and cash collection functions for the accounts 
receivable sold. Northern Indiana receives a fee, which provides adequate compensation, for such services. 

Market Risk Disclosures 

Through its various business activities, NiSource is exposed to both non-trading and trading risks. The non-trading 1 isks to which NiSource is 
exposed include interest rate risk, coniinodity market risk and credit risk of its subsidiaries. The risk resulting from trading activities consists 
piimarily of commodity market and credit risks. NiSource’s risk management policy permits the use of cei tain financial instnirnents to manage 
its market risk, including futures, forwards, options and swaps. 

Various analytical techniques are employed to measure and monitor NiSource’s niaiket and credit risks, including VaR. VaR represents the 
potential loss or gain for an instrument or portfolio from changes in market factors, for a specified time period and at a specified confidence 
level. 
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Non-Trading Risks 
Commodity price risk resulting from non-trading activities at NiSource’s rate-regulated subsidiaries is limited, since regulations allow recovery 
of prudently incurred purchased power, fuel and gas costs through the rate-making process. If states should explore additional regulatory 
reform, these subsidiaries may begin providing services without the benefit of the traditional rate-making process and may be more exposed to 
commodity price risk. 

NiSource is exposed to interest rate risk as a result of changes in interest rates on borrowings under revolving credit agreements, variable rate 
pollution control bonds and floating rate notes, which have interest rates that are indexed to short-term market interest rates. NiSource is also 
exposed to interest rate risk due to changes in interest rates on fixed-to-variable interest rate swaps that hedge the fair value of long-teim debt. 
Based upon average borrowings and debt obligations subject to fluctuations in short-term market interest rates, an increase in short-teim 
interest rates of 100 basis points (1%) would have increased interest expense by $6.1 million and $17.7 million for the quarter and nine months 
ended September 30, 2006, respectively. 

Gedit  Risk 
Due to the nature of the industry, credit risk is a factor in many of NiSource’s business activities. NiSource’s extension of credit is governed by 
a Corporate Credit Risk Policy. Written guidelines approved by NiSource’s Risk Management Committee document the management approval 
levels for credit limits, evaluation of creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored by the 
Corporate Credit Risk function which is independent of all commercial and trading operations. Credit risk arises because of the possibility that 
a customer, supplier or counterparty will not be able or willing to fulfill its obligations on a transaction on or before the settlement date. FoI 
derivative contracts such as interest rate swaps, credit risk arises when counterparties are obligated to pay NiSource the positive fair value or 
receivable resulting from the execution of contract terms. Exposure to credit risk is measured in terms of both current and potential exposure. 
Current credit exposure is generally measured by the notional or principal value of financial instruments and direct credit substitutes, such as 
commitments, stand-by letters of credit and guarantees. Because many of NiSource’s exposures vary with changes in market prices, NiSource 
also estimates the potential credit exposure over the remaining term of transactions through statistical analysis of market prices. In determining 
exposure, NiSource considers collateral that it holds to reduce individual counterparty credit risk. 

Trading Risks 
The transactions associated with NiSource’s power arid natural gas trading operations give rise to various risks, including market risks resulting 
fiom the potential loss from adverse changes in the market prices of electricity and natural gas. TPC, on behalf of Whiting Clean Energy, has 
entered into power and gas derivative contracts in 2006 to manage price risk associated with operating Whiting Clean Energy. These 
derivatives relating to the expected operation of Whiting Clean Energy are accounted for as trading derivatives. 

Fair value represents the amount at which willing parties would transact an aims-length transaction. Fair value is deterniined by applying a 
current price to the associated contract volume for a commodity. The cui-rent price is derived from one of three sources including actively 
quoted markets such as the NYMEX, other external sources including electronic exchanges and over-the-counter broker-dealer markets, as well 
as financial models such as the Black-Scholes option pricing model. 

Market Risk Measuremerit 
Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, volatilities, correlations or other market 
factors, such as liquidity, will result in losses for a specified position or portfolio. NiSource calculates a one-day VaR at a 95% confidence level 
for the power trading group and the gas marketing group that utilize a variance/covariance methodology. Based on the results of the VaR 
analysis, the daily market exposure for power trading on an average, high and low basis was zero, during the third quarter of 2006. The daily 
market exposure for the gas marketing and trading portfolios on an average, high and low basis was $0.2 million, $0.3 million and $0.1 million 
during the third quarter of 2006, respectively. Prospectively, management has set the VaR limit at $0.8 million for gas marketing. Exceeding 
this limit would result in management actions to reduce portfolio risk. The VaR limit for power trading was $2.5 million, however, this limit 
was reduced to zero in the third quarter of 2005 with the settlement of all power trading contracts. Power and gas derivative contracts entered 
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into to manage piice iisk associated with Whiting Clean Energy are limited to quantities suriounding the physical generation capacity of 
Whiting Clean Energy and the gas requirements to operate the facility. 

Refei to Note 9, “Risk Management and Energy Trading Activities,” in the Notes to Consolidated Financial Statements for furthei discussion 
of NiSource’s risk management. 

Off Balance Sheet Arrangements 

NiSource has issued guarantees that support up to approximately $737.6 million of commodity-related payments for its current subsidiaries 
involved in energy marketing and power trading and to satisfy requirements under forward gas sales agreements of cuii’ent and former 
subsidiaries. These guarantees were provided to counterparties in order to facilitate physical and financial transactions involving natural gas 
and electricity. To the extent liabilities exist under the commodity-related contracts subject to these guarantees, such liabilities are included in 
the Consolidated Balance Sheets. 

NiSource has purchase and sales agreement guarantees totaling $82.5 million, which guarantee performance of the seller’s covenants, 
agreements, obligations, liabilities, representations and warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perform or otherwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

NiSource has other guarantees, operating leases, and lines and letters of credit outstanding. Refer to Note 9, “Risk Management and Energy 
Trading Activities,” and Note 1 5-A, “Guarantees and Indemnities,” in the Notes to Consolidated Financial Statements for additional 
information about NiSource’s off balance sheet arrangements. 

Other Information 

Recently Adopted Accounting Pronouncements 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1,2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
transition method, NiSource’s consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No. 123R. NiSource recognized a 
cumulative effect of change in accounting principle of $0.4 million, net of income taxes, which reflects the net cumulative impact of estimating 
future forfeitures in the determination of period expense, rather than recording forfeitures when they occur as previously permitted. NiSource 
anticipates that other than the requirement for expensing stock options, the current share-based awards will continue to be accounted for 
substantially as they are currently. For 2006, NiSource’s Board lias determined that it would not provide incumbent executives additional 
grants of options, restricted or contingent shares. As of September 30, 2006, the total remaining unrecognized compensation cost related to 
non-vested awards amounted to $6.1 million, which will be amortized over the weighted-average remaining requisite service period of 
2.6 years. 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15,2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
1 equired method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting 
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principle, and for the reporting of an error correction. Effective Januaiy 1, 2006, NiSource adopted SFAS No. 154. There were no impacts to 
NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 1.54. 

FIN 47 - Accounting for Conditional Asset Retirement obligations. In March 2005, the FASB issued FIN 47 to clarify the accounting 
for conditional asset retirement obligations and to provide additional guidance for when an entity would have sufficient information to 
reasonably estimate the fair value of an asset retirement obligation, as used in SFAS No. 143. This interpretation is effective for fiscal years 
ending after December 1.5, 200.5. NiSource has adopted FIN 47 in the fourth quarter 2005. Refer to Note 13, “Asset Retirement Obligations,” in  
the Notes to Consolidated Financial Statements for additional information. 

Recently Issued Accou?lting.Pronouncements 

SFAS No. 158 - Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. In September 2006, the FASB 
issued SFAS No. 158 to improve existing reporting for defined benefit postretirement plans by requiring employers to recognize in the 
statement of financial position the overfunded or underfunded status of a defined benefit postretirement plan measured as the difference 
between the fair value of the plan assets and the benefit obligation, among other changes. SFAS No. 1.58 requires companies to recognize the 
fiinded status of a benefit plan and to provide disclosure requirements for fiscal years ending after December 1.5, 2006. Additionally, SFAS 
No. 1.58 requires employers to measure plan assets and benefit obligations as of the fiscal year-end statement of financial position for fiscal 
years ending after December 1.5,2008. NiSource will adopt the provisions to record the funded status of its pension and other postretirement 
plans’ and to provide the disclosure requirements in the fourth quarter of 2006. Based on the measurement of the various defined benefit 
pension and other postretirement plans’ assets and benefit obligations at September 30, 2006, the impact of SFAS No. 158, should it have been 
in effect at September 30, 2006, would have reduced Total Assets by approximately $63 million, increased Total Liabilities by approximately 
$174 million and deci,eased total convnon stock equity by approximately $237 million. NiSource is currently evaluating what affects, if any, 
the adoption of SFAS No. 158 will have on regulatory assets or liabilities. SFAS No. 1.58 will not have an impact on the Statements of 
Consolidated Income at adoption and all impacts are non-cash. 

SFAS No. 157 - Fair Value Measurements. In September 2006, the FASB issued SFAS No. 157 to define fair value, establish a 
framework for measuring fair value and to expand disclosures about fair value measurements. NiSource is currently reviewing the provisions 
of SFAS No. 1.57 to determine the impact it may have on its Consolidated Financial Statements and Notes to Consolidated Fiiiancial 
Statements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 and should be applied prospectively, with limited 
exceptions. 

S A B  No. 108 - Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial 
statements. In September 2006, the SEC issued SAB No. 108 to provide guidance on how prior year misstatements should be considered 
when quantifying misstatements in current year financial statements. SAB No. 108 is effective for periods ending after November 1.5, 2006. 
NiSource will adopt SAB No. 108 as required. 

FIN 48 - Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice 
associated with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this 
interpretation requires that a tax position meet a “more-likely-than-not recognition threshold” for the benefit of an uncertain tax position to be 
recognized in the financial statements and requires that benefit to be measured at the largest amount of benefit that is 50% likely of being 
realized upon ultimate settlement. When determining whether a tax position meets this 50% threshold, it is to be based on whether it is 
probable of being sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. NiSource is 
cull-ently reviewing the provisions of FIN 48 to determine the impact it may have on its Consolidated Financial statements and Notes to 
Consolidated Financial Statements. This interpretation is effective for fiscal years beginning after December 1.5, 2006. 
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RESUL,TS AND DISCUSSION OF SEGMENT OPERATIONS 

Presentation of Segment Information 
NiSource's opeiations are divided into four primary business segments; Gas Distribution Operations, Gas Transmission and Storage 
Opeiations, Electric Operations, and Other Operations. 
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Three Months Nine Months 
Ended September 30, Ended September 30, 

(in inillioiis) 2006 2005 2006 2005 
Net Revenues 

Sales Revenues $ 468.0 $ 448.1 $ 3,349.8 $ 3,214.7 
Less: Cost of gas sold 276.9 267.5 2,353.3 2,166.9 

Net Revenues 1 9 1 . r  180.6 996.5 1,047.8 
Operating Expenses 
- 

Operation and maintenance 142.4 169.7 534.2 537.7 

Impailment and gain on sale of assets (0.3) (0.3) 
Other taxes -- 

Depreciation and amortization 57.7 55.7 173.3 167.8 
- 10.5 

22.9 24.8 120.9 120.8 
222.7 250.2 828.1 836.8 Total Operating Expenses - 

Operating Income (Loss) $ (31.6) $ (69.6) $ 168.4 $ 211.0 

Revenues ($ in Millions) 
Residential 
Commercial 
Industrial 
Off System 

211.2 227.8 2,067.0 2,026.6 
86.3 91.5 773.2 744.5 
53.7 59.1 232.4 233.6 
77.6 13.8 315.7 134.1 

Other 39.2 55.9 (38.5) 75.9 
Total 468.0 448.1 3,349.8 3,214.7 

Sales and Transportation (MMDth) 
Residential 
Commercial 
Industrial 
Off Svsteni 

15.6 16.1 162.5 196.2 
20.0 17.6 114.3 124.3 
91.1 84.8 272.5 28 1.9 
11.3 1.3 41.2 17.6 
0.1 0.1 0.6 0.6 

Total - 138.1 119.9 591.1 620.6 
Otliei’ -- 

Heating Degree Days 
Normal Heating Degree Days 
O h  Colder (Warmer) than Normal 

Customers 
Residential 
Commercial 
Industrial 
Other 

69 21 2,752 i, 180 
58 58 3,165 3,168 

19% (64%) (13%) 0% 

2,983,908 2,988,934 
276,058 285,449 

7,849 8,424 
73 61 

Total - 3,267,888 3,282,868 

NiSource’s natural gas distribution operations serve approximately 3.3 million customers in nine states: Ohio, Indiana, Pennsylvania, 
Massachusetts, Virginia, Kentucky, Maryland, New Hampshire and Maine. The regulated subsidiaries offer both traditional bundled services as 
well as transportation only for customers that purchase gas from alternative suppliers. The operating results reflect the temperature-sensitive 
nature of customer demand with over 71% of annual residential and commercial throughput affected by seasonality. As a result, segment 
operating income is higher in the first and fourth quarters reflecting the heating demand during the wintei season. 
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Restructllring 
Payments made for all restructuring initiatives within Gas Distribution Operations amounted to $0.5 million and $2.8 million foi the third 
quarter and first nine months of 2006, respectively, and the restructuring liability remaining at September 30,2006 was $0.8 million. In the 
third quarter, an adjustment was made to the restructuring reserve for leased office space, reducing the reserve by $5.2 million. This adjustment 
was made in connection with a reallocation of office space and assessment of office facilities. Refer to Note 6, “Restructuring Activities,” in 
the Notes to Consolidated Financial Statements for additional information regarding restructuring initiatives for the Gas Distribution 
Operations segment. 

Regulatory Matters 
Gas Distribution Operations continues to offer CHOICE @ opportunities, where customers can choose to purchase gas fioni a third party 
supplier, through regulatory initiatives in all of its jurisdictions. As of September 2006, approximately 73 1 thousand of Gas Distribution 
operations’ residential, small commercial and industrial customers were using an alternate supplier. 

On December 17, 2003, the PUCO approved an application by Columbia of Ohio and other Ohio LDCs to establish a hacking nieclianism that 
provides for recovery of current bad debt expense and for the recovery over a five-year period of previously deferred uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the deferred uncollectible accounts receivables and establishment of future bad debt 
recovery requirements in November 2004. On May 3 1, 2006, the PUCO approved Columbia of Ohio’s application to increase its Uncollectible 
Expense Rider rate. This application was based on projected annual bad debt recovery requirements of $37.0 million. As of September 30, 
2006, Columbia of Ohio has $44.1 million of uncollected accounts receivable pending future recovery. 

On November 2 1, 2005, Columbia of Ohio filed an application with the PUCO, requesting authority to increase its PIP rider rate from 
$.0821/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s defeci-ed PIP balance over a twelve-month period plus 
the expected level of arrears during the succeeding twelve-month period. On December 2.3, 2005, Columbia of Ohio supplemented its 
application, and as an alternative offered to extend the recovery period for its deferred balance over 36 months, with caii-ying costs. This filing 
provided, in the alternative, for the implementation of a revised PUP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application 
indicated that the PIP rate contained in its November 21,2005 application would be billed absent express PUCO approval of the alteinative 
within the 45-day review process. The PUCO took no action within the 45-day period, and on January 9,2006, Columbia of Ohio filed revised 
tariffs to reflect the new $.6449/Mcf PIP rider rate, effective with February 2006 bills. On February 1, 2006, the PUCO issued an Entry in 
which it indicated that it had approved Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6, 2006). On 
February 28, 2006, Columbia of Ohio filed revised tariffs, reflecting the lower PIP rider rate of $.4004 /Mcf and an extension of the recovery 
period for its deferred balance over 36 months, with carrying costs, to be effective with bills rendered on and after March 2, 2006. On 
Febmary 6, 2006, the Office of the Consumers’ Counsel filed an application for rehearing. By Entry on Rehearing dated March 7, 2006, the 
PUCO denied the application for rehearing. On April 6, 2006, the Office of Consumers’ Counsel arid other consumer groups filed a second 
application for rehearing. Columbia of Ohio filed a memorandum contra on April 17, 2006. By Eiitiy on Rehearing dated May 3, 2006, the 
PUCO denied consumer groups’ second applications for rehearing. 

On November 2, 200.5, Columbia of Virginia filed an Application with the VSCC for approval of a performance based rate-making 
methodology (“PBR Plan”), which would freeze non-gas cost rates at their current levels for five years begimiing January 1, 2006. The VSCC: 
issued a Preliminary Order on November 9, 2005 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the justness and reasonableness of Columbia of Virginia’s current rates, charges and terms and conditions of service. A hearing in these 
matters is scheduled to commence on November 29, 2006. 

On October 3 1, 2006, the Massachusetts DTE approved a request by Bay State for a $3.6 million inflation adjustment to be collected annually 
over a twelve month period beginning November 1, 2006. Bay State is permitted, as part of its DTE-approved Performance Based Rate Plan, to 
adjust its rates each year to compensate for the impact of inflation. 
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addition to the inflation adjustment, Bay State also requested an adjustment to its rates for revenue declines attributable to conservation in the 
amount of $5 million, annually. The DTE is expected to rule on Bay State’s requests in the fourth quarter of 2006. 

On July 13, 2005, Northern Indiana and other parties filed ajoint Stipulation and Settlement Agreement with the IURC resolving all terms of a 
new gas ARP program. The KJRC approved the Settlement on January 31,2006. The new ARP is effective May 1, 2006 tl-uough April 30, 
201 0. The new ARP continues key products and services including Northern Indiana’s Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northern Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term of this agreement. 

Northern Indiana continues to work with its regulatoiy stakeholders on a filing made earlier this year to simplify its residential rate structure. 

Environmental Matters 
Currently, various environmental matters impact the Gas Distribution Operations segment. As of September 30, 2006, a reserve has been 
recorded to cover probable environmental response actions. Refer to Note 1 5-C, “Environmental Matters,” in the Notes to Consolidated 
Financial Statements for additional inforrnation regarding environmental matters for Gas Distribution Operations. 

Weather 
111 general, NiSource calculates the weather related revenue variance based on changing customer demand driven by weather variance from 
normal heating degree-days. Noma1 is evaluated using heating degree days across the NiSource distribution region. While the temperature 
base for measuring heating degree-days (i.e. the estimated average daily temperature at which heating load begins) varies slightly across the 
region, the NiSource coniposite measurement is based on 62 degrees. 

Weather in the Gas Distribution Operation’s territories for the third quarter of 2006 was significantly cooler than the comparable quarter in 
2005, and 19% cooler than normal overall. 

For the first nine months of 2006, weather was 13% warmer than the comparable 2005 period and 13% warmer than normal. 

Total volumes sold and transported of 138.1 MMDth for the third quarter of 2006, increased 18.2 MMDth from the same period last year. This 
increase in volume was due to increased off-system sales and cooler weather in the current period partially offset by decreased residential sales 
due in part to reduced residential customer usage compared to the same period last year. 

For the nine month period ended September 30, 2006, total volumes sold and transported were 591.1 MMDth, a decrease of 29.5 MMDth from 
the same period in 200.5. This decrease reflected lower sales to residential, commercial, and industrial customers, which was attributable inainly 
to the milder weather, and decreased residential customer usage, partially offset by increased off-system sales in the first nine months of 2006 
compared to the first nine months of 200.5. 

Throughput 
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Net Revenues 
Net revenues for the three months ended September 30, 2006 were $191.1 million, an increase of $10.5 million from the same period in 2005, 
due to an increase from regulatory trackers of $5.2 million, which are primarily offset in operating expenses, the impact of cooler weathei, 
amounting to approximately $3 million for the quarter and increased revenues from gas cost incentive mechanisms of $2.4 million. These 
increases in net revenues were partially offset by an estimated decline in usage from residential customers of approxiniately $2 million and 
increased costs associated with certain retail products offered to gas distribution customers in some regions. 

For the nine month period ended September 30,2006, net revenues were $996.5 million, a $5 1.3 million decrease from the same period in 
2005. This decrease in net revenues was due primarily to the impact of warmer weather amounting to approximately $60 million and a decline 
in residential usage of approximately $18 million. These decreases in net revenues were partially offset by a $32.1 million increase in revenues 
from regulatory trackers, which are primarily offset in operating expense. 

For the third quarter of 2006, Gas Distribution Operations reported an operating loss of $3 1 .6 million compared to an operating loss of 
$69.6 million for the same period in 2005. The decrease in operating loss was attributable to increased net revenues described above and lower 
operation and maintenance expenses. Operation and maintenance expenses were impacted by costs incurred in the third quarter of 200.5 for 
transition, a pension and other post-retirement benefits charge and new system development costs totaling $29.9 million associated with the 
IBM agieement. Increased employee and administrative costs were offset by a reversal in the third quarter of a resbucturing reserve for leased 
office space of $5.2 million. Increased depreciation expense was partially offset by a decrease in other taxes. 

Operating income for the first nine months of 2006 totaled $168.4 million, a $42.6 million decrease compared to the same period in 2005, 
largely attributable to reduced net revenues described above. The comparable period last year was impacted by transition costs, a restructuring 
charge, a pension and other post-retirement benefits charge and new system development costs totaling $4 1.3 million associated with the IBM 
agreement and a $10.9 million goodwill impairment loss related to ICokomo Gas. Operating expenses were inipacted this year by higher 
depreciation expense of $5.5 million and higher employee and administrative costs, partially offset by a reversal in the third quarter of a 
restructuring reserve for leased office space of $5.2 million. 

Qperating&come 
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Three Months Nine Months 
Ended September 30, Ended September 30, 

-__ (in millions) 2006 - 2005 2006 2005 
Operating Revenues 

Transportation revenues $ 154.6 $ 141.5 $ 491.6 $ 470.1 
Storage revenues 44.2 44.4 132.4 133.6 

Total Operating Revenues 198.0 187.7 628.8 613.2 
Less: Cost of gas sold 4.3 6.4 13.6 18.3 

Other revenues I. (0.8) 1.8 4.8 9.5 

Net Revenues - 193.7 -- 181.3 615.2 594.9 
Operating Expenses 

Operation and maintenance 
Depreciation and amortization 
L,oss on sale of assets 

83.6 77.8 229.7 2 19.0 
28.4 28.6 85.7 85.3 

__ 0.5 - __ 

Other taxes 12.8 12.7 41.1 42.1 
Total Operating Expenses - -_ 124.8 119.1 357.0 346.4 
Operating Income $ 68.9 $ 62.2 $ 258.2 $ 248.5 

Throughput (MMD t h) 
Columbia Transmission 

Columbia Gulf 
Market Area 170.5 

Mainline 108.1 
Short-haul 36.4 

Columbia Pipeline Deep Water 1.6 
Crossroads Gas Pipeline 8.4 
Granite State Pipeline 3.0 
Int-rasegnient eliminations I (90.7) ( 

44.1 669.0 708.2 

20.4 397.7 402.1 
27.1 83.8 68.7 

2.7 6.7 9.4 
9.5 28.4 31.5 
3.2 19.1 22.8 

10.4) (369.4) (390.6) 
Total I 237.3 196.6 835.3 852.1 

NiSource’s Gas Transmission and Storage Operations segment consists of the operations of Columbia Transmission, Columbia Gulf, Columbia 
Deep Water, Crossroads Pipeline, Granite State Gas and Central Kentucky Transmission. In total NiSource owns a pipeline network of 
approximately 16 thousand miles extending from offshore in the Gulf of Mexico to New York and the eastern seaboard. The pipeline network 
serves customers in 19 northeastern, mid-Atlantic, midwestern and southern states, as well as the District of Columbia. In addition, the 
NiSource Gas Transmission and Storage Operations segment operates one of the nation’s largest underground natural gas storage systems. 

Payments made for all restructuring initiatives within Gas Transmission and Storage Operations amounted to $0.9 million and $2.0 million fol 
the third quarter and first nine months of 2006, respectively, and the restructuring liability remaining at September 30, 2006 was $3.0 million. 
Refer to Note 6, “Restructuring Activities,” in the Notes to Consolidated Financial Statements for additional information regarding 
restructuring initiatives for the Gas Transmission and Storage Operations segment. 

Regulatoa MB-!&xs 
On June 30, 2005, the FERC issued the “Order On Accounting for Pipeline Assessment Costs.” This guidance was issued by the FERC to 
address consistent application across the industry for accounting of the DOT’S Integrity Management Rule. The effective date of the guidance 
is Januaiy 1, 2006 after which all assessment costs will be recorded as operating expenses. Importantly, the nile specifically provides that 
amounts capitalized in periods prior to January 1, 2006 will be permitted to remain as recorded. It is anticipated that operating expenses will 
increase 

Re3.Qgrning 
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approximately $7 - $12 million in future years related to this guidance and the expenditures NiSource expects to incur to comply with the 
DOT’S Integrity Management Rule. In November, 200.5, INGAA sought review of the matter before the U. S. Court of Appeals for the D.C. 
Circuit (INGAA V. FERC, No. OS-1426). The matter remains pending before the Court. 

On July 20, 2006, the FERC issued a declaratory order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Colunibia Gulf operated portion of the Blue Water Pipeline system. 
Columbia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
interconnection agreement in place that governs the i d e s  of the interconnection. Among other things, these agreements help protect the 
integrity of Columbia Gulfs systeni and the reliability of service to its customers. The FERC ruled that Tennessee Gas Pipeline’s 
interconnection request should be governed by the existing Blue Water Pipeline Operating Agreement between Columbia Gulf and Tennessee 
Gas Pipeline. Columbia Gulf constructed the necessary taps and Tennessee Gas Pipeline then completed its portion of the interconnection 
facilities. The interconnection was ready to flow gas 011 October 1, 2006. 

In the declaratory order, the FERC also refened the matter to the Office of Enforcement to deteiinine if there should be any action taken 
against Columbia Gulf for failing to coniply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipeline to make an 
interconnection. Columbia Gulf has acted in good faith throughout the proceeding and is disappointed with the FERC’s referral of this matter 
to the Office of Enforcement. However, Columbia Gulf is cooperating with the Office of Enforcement while Columbia Gulfs rehearing of the 
declamtory order issued by the FERC is pending. 

Environmental Matters 
Currently, various environmental matters impact the Gas Transmission and Storage Operations segment. As of September 30, 2006, a reserve 
has been recorded to cover probable environmental response actions. Refer to Note lS-C, “Environmental Matters,” in the Notes to 
Consolidated Financial Statements for additional information regarding environmental matters for Gas Transmission and Storage Operations. 

Tax MaBm 
On July 28, 2006, the Ohio Board of Tax Appeals issued a favorable decision in the niatter of Colunibia Gas Transmission Corporation vs. 
Thomas M. Zaino, Tax Coimiissioner of Ohio. The Board ruled that Columbia Transmission’s Ohio operations fall within the statutoiy 
definition of both a “natural gas company” and a “pipeline company” and that Columbia Transmission’s property is to be assessed at the 
significantly lower “natural gas company” assessment ratio beginning with the 2001 tax year. The Ohio Tax Commissioner appealed the 
decision to the Ohio Supreme Court on July 3 1, 2006. The final outcome of the case and its impact on the financial statements are uncertain at 
this time. 

PrQposed Millennium Pipeline Project 
Millennium has proposed a pipeline project, in which Columbia Transmission is participating and will serve as operator, which will provide 
access to a number of supply and storage basins and the Dawn, Ontario trading hub. The project is currently being marketed in two phases. 
Phase 1 of the project is to begin at a proposed interconnect with Empire, an existing pipeline that originates at the Canadian border and 
extends easterly towards Syracuse, New York. Ernpire would conskuct a lateral pipeline southward to connect with Millennimi near Corning, 
New York. Millennium would extend eastward to an interconnect with Algonquin Gas Transmission Co. at Raniapo, New York. As currently 
planned, Phase 2 would cross the Hudson River, linking to the New York City metropolitan market. 

The FERC issued an order in September 2002 in which it granted final certificate authority for the original Millennium project, but specified 
that Millennium could not begin construction until certain environmental and other conditions were met. One such condition, impacting what is 
now being marketed as Phase 2 of the project, was compliance with the Coastal Zone Management Act, which is administered by the NYDOS. 
NYDOS determined that the Hudson River crossing plan was not consistent with the Coastal Zone Management Act. Millennium’s appeal of 
that decision to the United States Depai-tnient of Commerce was denied. Millennium filed 

so 
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an appeal of the United States Department of Commerce ruling relating to the project’s Hudson River crossing plan in the United States 
Federal District Court on Februaiy 13, 2004. On March 31, 2006, the United States Federal District Court denied Millennium’s appeal. On 
May 3, 2006 Millennium filed with FERC requesting it vacate portions of the Millennium certificate that relate to the Phase 2 facilities and any 
conditions relating to Phase 2. This reflects Millennium’s decision not to appeal the United States Federal District Court ruling. Phase 2 options 
are still being studied. The content of the final FERC certificate for Phase I of Millennium, expected by year-end, could impact these options. 

On August 1, 200.5, Millennium submitted a certificate amendment filing to the FERC. This amended filing requests authorization from the 
FERC to construct the project in phases, which includes an allocation of prior project costs between the phases, details construction and 
development plans for Phase 1 of the project, and includes executed precedent agreements for service on Phase 1 of the project. On May 3, 
2006, Millennium made a second amended certificate filing to the FERC. This filing reflected the new partnership agreements and reconfigured 
ownership levels as discussed below. It also reflected the change in contributed assets from Columbia to Millennium and other project updates. 
The reconfigured Millenmiurn project relies on completion of some or all of several other related pipeline projects proposed by Empire, 
Algonquin, Iroquois, and Islander East collectively referred to as the “Companion Pipelines.” Millennium has also advised several counties in 
New York that without certain requested tax relief the project, as currently proposed, will not be built. Millennium did receive a Final 
Environmental Impact Statement from the FERC on October 13, 2006. A final FERC certificate for Millennium is expected by year end. 
Provided the necessary regulatory approvals for Millennium and the “Companion Pipelines” and requested tax relief are received in a timely 
manner, Millennium plans to begin construction in Spring 2007 with a projected in-sewice date of November 2008 

In March 2006, Columbia Atlantic Trading, a NiSource subsidiary, sold its 21 .O% interest in the Millennium pai-tnership to KeySpan 
Millennium (owned by KeySpan Corporation) and DTE Millennium (owned by DTE Energy Co.) through an equity redistribution and a re- 
writing of the partnership agreements. The Millennium partnership is now currently made up of the following companies: Columbia 
Transmission (47.5%), DTE Millennium (26.25%), and KeySpan Millennium (26.25%). Columbia Transmission will be the operator. 

Hardy StoraEe Project 
In November 2004, Columbia Transmission and a subsidiaiy of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for natural gas in the eastern LJnited States. Hardy Storage was then formed by 
Columbia Transmission and Piedmont to develop a natural gas storage field from a depleted natural gas production field in West ViIginia. The 
field, which will have the capacity to store approximately 12 Bcf of natural gas, is expected to be able to deliver 176 MMDth per day of firm 
storage service on behalf of the subscribing customers. Columbia Transmission and Piedmont each have a .SO% equity interest in the project, 
and Columbia Transmission will serve as operator of the facilities. 

Both Hardy Storage and Columbia Transmission filed the necessary applications for the projects with the FERC on April 25,2005, and 
received a favorable order on November 1, 2005. On October 26, 2006, Hardy Storage filed an application seeking to amend the November 1, 
2005 order to revise the initial rates and estimated costs for the project pursuant to executed settlement agreements with Hardy Storage’s 
customers. 

On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered into an agreement to finance the construction of Hardy 
Storage. Under the financing agreement, Columbia Transmission issued guarantees securing payment for amounts issued in connection with 
Hardy Storage up until such time as the project is placed in service and satisfies certain performance criteria. Additional infomiation on this 
guarantee is provided in Note 1 5-A, “Guarantees and Indemnities,” in the Notes to Consolidated Financial Statements. Construction began in 
the first quarter of 2006 and Hardy Storage is expected to be placed in service in the second quarter of 2007. 

O&FI G m d P m j j e c t s  
Eastem Market Expansion, a combined storage and transportation project designed to meet core market growth in the mid-Atlantic region that 
already has several binding customer agreements, continues with pre-filing activities. 
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Sales of Shorter-Term Transportation a n d a g e  Services 
Seasonal price fluctuations in the national energy market created oppoi-tunities for customers to utilize existing shoi-ter-term transportation and 
storage tariff services provided by Colunibia Transmission and Columbia Gulf. A newly redeveloped, Houston-based commercial team has 
capitalized on these opportunities. Columbia Transmission entered into coritracts that represent revenues in excess of $40 inillion of shorter- 
term business for 2006, $3 1.7 million of which was recorded during the nine months ended September 30, 2006. 

Throughput for the Gas Transmission and Storage Operations segment totaled 237.3 MMDth for the third quarter 2006, compared to 196.6 
MMDth for the same period in 2005. The increase of 40.7 MMDth is due to increased sales of shorter-term transportation and storage services 
described above. 

Throughput for the nine months ended September 30,2006 was 835.3 MMDth, a decrease of 16.8 MMDth from the same period in 2005, due 
to warmer weather in the first nine months of 2006 than for the comparable period in 2005 partially offset by increased sales of shorter-teiin 
transportation and storage services. 

Throughput 

Net Revenues 
Net revenues were $193.7 million for the third quarter 2006, an increase of $12.4 million from the same period in 2005, primarily due to 
increased sales of shorter-term transportation and storage services of $10.2 million. Seasonal price fluctuations in the national energy niarlcet 
continued to create opportunities for customers to utilize existing short-term tariff services. 

Net revenues were $615.2 million for the first nine months of 2006 compared to $594.9 million for the first nine months of 2005. The increase 
in net revenues was mainly due to increased subscriptions for demand services of $5.7 million and sales of shorter-term transportation and 
storage services amounting to $27.6 nlillion. The cornparable period last year benefited from a third-party buyout of a bankruptcy claim 
relating to the rejection of a shipper's long-term contract, which amounted to $8.9 million. 

Operating Income 
Operating income was $68.9 million for the third quarter 2006 compared to $62.2 million in the third quarter 2005. Increases in net revenues 
described above were partially offset by increased operating expenses of $5.7 million. Operation and maintenance expenses increased as a 
result of higher employee and administrative costs of $4.2 million, increased property insurance costs of $2.9 million and certain costs incurred 
to settle litigation during the quarter. These operation and maintenance expense increases were partially offset by the impact in the comparable 
2005 period of transition costs and a pension and other postretirement benefit charge totaling $8.5 million associated with the IBM agreement. 
The increased property insurance costs were mainly attributable to insurance premiums for offshore and onshore facilities located in or near the 
Gulf of Mexico. The increases in insurance prenliums were driven by the poor underwriting experience of the insurance industry over the past 
few years, resulting from the unprecedented losses sustained from hurricanes such as Ivan, Icatrina and Rita. 

For the first nine months of 2006, operating income of $258.2 million increased $9.7 million compared to the first nine months of 200.5 
primarily due to increased net revenues described above. Operation and maintenance expenses increased as a result of higher employee and 
administrative costs of $8.7 million, increased property insurance premiums of $3.9 million mainly for offslinre and onshore facilities located 
in or near the Gulf of Mexico, pipeline integrity related costs of $2.6 million, and certain costs incurred to settle litigation during the quarter. 
These operation and maintenance expense increases were partially offset by the impact in the comparable 200.5 period of transition costs, a 
restructuring charge and a pension and other postretirement benefit charge totaling $1 1.2 inillion associated with the IBM agreement. 
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Three Months Nine Months 
Ended September 30, Ended September 30, 

(in ntillions) - 2006 2005 2006 2005 
Net Revenues 

Sales revenues $ 378.7 $ 373.2 $ 988.5 $ 938.1 

Net Revenues -_ 235.2 230.8 616.4 607.1 
Operating Expenses 

Operation and maintenance 66.5 62.3 193.4 192.4 
Depreciation and amortization 47.3 46.9 140.3 138.6 
Gain on sale of assets - __ 

Less: Cost of sales 143.5- 142.4 372.1 33 1 .o 

(0.4) 
Other taxes 13.1 .- 11.2 43.0 39.7 

- 

Total Operating Expenses -..__I__- 126.9 120.4 376.7 370.3 
Operating Income $ 108.3 $ 110.4 $ 239.7 $ 236.8 

Revenues (% in millions) 
Residential 
Commercial 
Industrial 
Wholesale 

116.1 118.3 276.1 269.0 
103.0 92.8 276.0 25 l ” 7  
132.2 116.9 387.6 333.9 

17.5 14.6 32.6 28.4 
9.9 30.6 16.2 55.1 

Total - 378.7 373.2 988.5 938.1 
_-__.---_ Other 

Sales (Gigawatt Hours) 
Residential 
Commercial 
Industrial 
Wholesale 

1,058.0 1,197.9 2,541.1 2,732.9 
1,077.5 1,082.4 2,921 .O 2,964.7 
2,359.8 2,240.1 7,180.7 6,753.6 

260.4 336.5 608.4 69.3.6 
Other 38.5 34.3 78.9 82.8 

Total -.I__-- 4,794.2 4,89 1.2 13,330.1 13,227.6 

Cooling Degree Days 
Normal Cooling Degree Days 
O h  Warmer (Colder) than Normal 

Electric Customers 
Residential 
Commercial 
Industrial 
Wholesale 

524 65 5 714 93 5 
576 576 803 803 

(9%) 14% (1 1 Yo) 16% 

3 9 6,O 7 2 393,3 82 
51,791 50,922 
2,520 2,5 12 

7 12 
Other 760 767 

Total 451,150 447,595 

NiSource generates and distributes electricity, through its subsidiary Northern Indiana, to approximately 45 1 thousand customers in 2 1 counties 
in the northern part of Indiana. The operating results reflect the temperature-sensitive nature of customer demand with annual sales affected by 
temperatures in the northern part of Indiana. As a result, segment operating income is generally higher in the second and thiid quarters, 
ieflecting cooling demand during the summer season. 
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Electric Operations (continued) 

Market Conditions 
Tlie regulatory frameworks applicable to Electric Operations continue to be affected by fundamental changes that will impact Electric 
Operations’ structure and profitability. Notwithstanding those changes, competition within the indust7-y will create opportunities to compete for 
new customers and revenues. Management has taken steps to improve operating efficiencies in this changing environment. 

The U.S. steel industry continues to adjust to changing niarket conditions including international competition, increased energy costs, and 
fluctuating demand for their products. The industry has responded with plant consolidation and rationalization to reduce costs and improve 
their position in the market place. Increased use of advanced technology by U S .  steel producers has lowered production costs and increased 
productivity, reducing the labor differential between international producers and those in the IJnited States. NiSource continued to see strength 
in industrial sales volumes, up 6.3% over 2005 levels, due largely to the steel market and related industries. 

Northern Indiana has identified a need for additional resources to meet its electric customers’ demand in the coming years. To assess options to 
meet this need, a Request for Proposal for purchases of power (including renewable energy) and demand reducing options was issued. The bids 
are to provide power in the shoi-t term. as well separate bids to provide power in the long term. These bids are being evaluated and compared to 
other options including building a power plant, acquiring a portion of an existing plant, entering into a natural gas purchase contract to provide 
low cost gas for power production and restarting or repowering of the Mitchell Station. No conmitment to pursue any specific option or group 
of options has been made. Maiiagement anticipates that tlie evaluation of options will continue at least until early 2007. 

Regulatory M~!-@G 
During 2002, Northern Indiana settled certain regulatory matteis related to an electric rate review. On September 23, 2002, the IURC issued an 
order adopting most aspects of tlie settlement. The order approving the settlement provides that electric customers of Northem Indiana will 
i,eceive bill credits of approximately $55.1 inillion each year, for a cumulative total of $225 million, for tlie ininirnum 49-month period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
tlie IURC enters a basic rate order that approves revised Northern Indiana’s electric rates subsequent to the mininiuni period. Tlie order 
included a rate moratorium that expired on July 3 1,2006. The order also provides that 60% of any future earnings beyond a specified earnings 
level will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage tlie 
credit may be more than the $55.1 million target. Credits amounting to $37.9 million and $46.7 million were recognized for electric customers 
for tlie first nine months of 2006 and 200.5, respectively. 

As part of Northern Indiana’s use of tlie MISO’s transmission service, Day 1, Northem Indiana incurs transmission charges, based upon tlie 
FERC-approved tariff, which are recovered though tlie FAC process. In addition, Northern Indiana incurs administrative fees, which relate to 
tlie MISO’s management and operations of the transmission system. These fees, according to a 2004 IURC order, were not eligible for 
recovery or deferral until the end of Northern Indiana’s rate moratorium, which expired on J ~ l y  3 1, 2006. Day 2 charges included both fuel and 
non-fuel costs. On June 1, 2005, the IURC issued an order authorizing Northein Indiana to recover fiiel-related Day 2 costs. Tlie order denied 
recovery 01- deferral of non-fuel Day 2 costs during Northem Indiana’s rate moratorium. The June 2005 order was unclear as to tlie 
categorization of certain types of MISO charges as to whether they were fuel or non-fuel. On May 4,2006, the IURC issued an order, ruling 
that these charges were to be classified as fuel charges arid were therefore recoverable through the FAC mechanism, beginning with charges 
incurred on December 9, 2005. As a result, a refund of $9.4 million was required for charges related to the period April 1, 2005 through 
December 8, 200.5. Pending this order, Northern Indiana had provided a reserve of $8.7 niillion tlxougli December 2005. As a result of tlie 
ruling, amounts peiniitted to be recovered through the FAC totaled approximately $3.1 million for the first nine months of 2006. Day 2 non- 
fuel costs amounted to $12.7 million for tlie fkst nine months of 2006. Of this amount, $11.9 nlillion was recorded as nom-recoverable in net 
revenues through July 3 1, 2006 and, beginning August 1, 2006 per Cause No. 42685, $0.8 million has been deferred for consideration in a 
future rate case. Day 1 and Day 2 administrative fees totaled $4.0 inillion for the first nine months of 2006 and were $5.1 million for tlie year 
2005. Of tlie $4.0 million in 2006, $1.0 million was deferred for consideration in a future rate proceeding. As part of tlie established settlement 
process with market participants, MISO uses “resettlement” statements to make 
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adjustments related to prior operating periods. Amounts related to these adjustments cannot be anticipated or estimated in advance. Northern 
Indiana records these amounts when billed. 

On April 1 1, 200.5, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) witli the 
IURC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy's generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 2005, 
the IURC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northem Indiana through TPC under the Power Sales Tariff on an interini basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authoiized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its nonnal FAC proceedings. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is seeking 
approval of the three-year arrangement. The testimony clarifies that Northern Indiana was seeking affirmation from tlie IURC that the 
intennediate dispatchable power purchases made between August 9, 2005 and December 3 1, 2005, which were made pursuant to the J ~ l y  1, 
2005 interim order, were reasonable. 

Northern Indiana, the OUCC and the Industrial Group, reached a settlement agreement on August 19,2005 for purposes of partially settling 
cause 42824. The OUCC and tlie Industrial Group agreed to support Northern Indiana's recoveiy of intermediate dispatchable power, through 
its FAC for the period August 9, 2005 through November 30, 2005. Additional settlement provisions include Nortliem Indiana's agreement to 
file an electric base rate case on or before July 1, 2008. 

On May 23, 2006, Northern Indiana, Whiting Clean Energy, TPC and Intervenor Board of Commissioners of L,aPorte County, Indiana filed a 
proposed settlement agreement in cause 42824 (described above) requesting IIJRC approval. The settlement requires Northern Indiana to 
refund $2.0 million (less attorneys fees) associated witli the intermediate dispatchable power purchases. Northern Indiana recorded a reserve for 
this amount in the second quarter of 2006. On August 23,2006, the final order in cause 42824 requesting recovery of intermediate dispatchable 
power costs incurred August to December 2005 was issued. The final order from the IIJRC approved the Settlement Agreement between 
Northern Indiana, the OLJCC and the Industrial Group. The IIJRC order also approved the Settlement Agreement between Northern Indiana 
and LaPorte County, whereby Northern Indiana is to issue a refund of $2.0 million (less attorneys fees) associated witli the intermediate 
dispatchable power purchases that were "subject to refund" as a condition in Northern Indiana's final orders in Cause Nos. 38706 FAC-69 and 
FAC-70. LaPorte County and its attorneys were awarded $0.5 million in fees and expenses. The attorney fees were paid in September 2006 and 
the amounts due to customers will be returned in the next FAC. 

On May 25, 2004, Northeni Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northern Indiana's retail electric load requirements and charges imposed on Northern Indiana by MISO. On 
September 27, 2006, Northern Indiana filed for the voluntary dismissal of a Purchased Power and Transmission Tracker Mechanism, without 
prejudice, in accordance with the terms of the settlement agreement approved by tlie IIJRC order in cause 42824 (as described above). The final 
order approving tlie voluntary dismissal was issued on October 4, 2006. 

Northern Indiana filed FAC-70 on February 6, 2006. This filing included a reconciliation of actual inteimediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MISO charges under consideration in cause 42962 
(described above). The order approving the FAC-70 factor was issued April 20, 2006. The intermediate dispatchable power cost recovery was 
subject to refLind impacted by the final order in cause No. 42824 that was issued on August 23, 2006 (described above). 

Northern Indiana filed FAC-7 1 on June 26, 2006. This filing included $8.6 million of the required refiind of MISO related costs for the period 
April 1, 2005 through December 8, 2005, consistent with the IURC's May 4,2006 order (see above). On July 21, 2006, tlie IURC issued an 
order approving the FAC-7 1 rates and creating a sub-docket to review the treatment of purchased power and related costs within tlie FAC 
proceeding. 

On September 28, 2006, the IURC issued an order approving FAC-72 rates on an interim basis subject to refund in the event that an excess rate 
of return is earned and sub.ject to the resolution of the issues in Cause No. 38706- 
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FAC7 1 subdocket (described above). FAC-72 included a refund for the remaining $0.8 million of MISO-related costs. 

On April 25, 2006, the FERC issued an order on the MISO’s Transmission and Energy Markets Tariff, stating that MISO had violated the tariff 
by not assessing revenue sufficiency guarantee charges on virtual bids and offers. The FERC ordered MIS0 to perform a resettlement of these 
charges back to April 1, 2005. Although the amount of resettlements applicable to Northern Indiana cannot be quantified at this time, it is not 
expected to be material. 

On November 26, 2002, Northern Indiana received approval for an ECT. IJnder the ECT, Northern Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northern Indiana to implement IDEM’S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the IURC’s November 26, 2002 order, Northein Indiana is perniitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 21, 200.5, the IURC approved Northern Indiana’s latest conipliance plan with the estimate of 
$306 million. On October 18, 2006, Northern Indian filed for approval of the revised cost estimates to meet the environmental standards. 
Northern Indiana anticipates a total capital investment amounting to approximately $3 13 million. The ECRM revenues amounted to 
$19.7 million for the nine months ended September 30, 2006, and $71.5 million from inception to date, while EERM revenues were 
$10.9 million for the nine months ended September 30, 2006, and $19.7 million from inception to date. On February 3, 2006, Northern Indiana 
filed ECR-7 siniultaneously with EER-3 for capital expenditures (net of accumulated depreciation for those components which have been 
placed in service) of $230.6 million and depreciation and operating expenses of $18.3 million through December 3 1, 2005. On March 29, 2006, 
the IURC approved Northein Indiana’s ECR-7 filing. ECR-8 was filed in August 2006 for capital expenditures (net of accumulated 
depreciation) of $226.8 million and was approved by the IURC on September 28, 2006. ECR-9 and EER-4 are scheduled to be filed in 
February 2007. 

In January 2002, Northern Indiana indefinitely shut down its Mitchell Station. In February 2004, the City of Gary announced an interest in 
acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length of the 
runways at the Gary International Airport. On May 7, 2004, the City of Gary filed a petition with the IURC seeking to have the IURC establish 
a value for the Mitchell Station and establish the ternis and conditions under which the City of Gary would acquire the Mitchell Station. On 
January 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gary and Noi%heni Indiana lacks essential teinis necessary for it to be a valid and enforceable 
contract under Indiana law. Northein Indiana, with input from a broad based stakeholder group, is evaluating the appropriate course of action 
for the Mitchell Station facility in light of Northwest Indiana’s need for that property and the substantial costs associated with restarting the 
facility I 

On April 13, 2005, Northern Indiana received an order from the IURC in a complaint filed by Jupiter. While the IIJRC could not conclude that 
Northern Indiana failed to provide reasonably adequate service, the rURC ruled that Northern Indiana must constmct a backrip line and pay 
Jupiter $2.5 million to install special fast switching equipment at the Jupiter plant. Northern Indiana and Jupiter both appealed the IURC’s 
order to the Indiana Court of Appeals, which are currently pending. Northern Indiana remitted the payment of $2.5 million to Jupiter in 
July 2005. On March 30, 2006, Jupiter filed a second complaint with the NRC,  in which Jupiter alleges service problems and seeks additional 
relief. On May 19,2006, Jupiter also filed a complaint in state court against Northern Indiana seeking recovery of damages based on the same 
alleged service problems. Northern Indiana has moved to stay this state court action pending resolution of the IIJRC proceedings. 

Env ironmeiit a1 MaB-ers 
Currently, various environmental niatters impact the Electric Operations segment. As of September 30, 2006, a reserve has been recorded to 
cover probable environmental response actions. Refer to Note 1 5-C, “Environmental Matters,” in the Notes to Consolidated Financial 
Statements for additional information regarding environmental niatters for the Electric Operations segment. 
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Sales 
Electric Operations sales quantities for the third quarter of 2006 were 4,794.2 gwh, a decrease of 97.0 gwh compared to the 2005 period, 
mainly due to decreased residential sales due to milder weather. This decrease was partially offset by increased industrial usage, particularly in 
the steel sector. 

Electric sales for the first nine months of 2006 was 13,330.1 gwh, an increase of 102.5 gwh compared to the 2005 period, as a result of 
increased industrial sales described above. Residential and commercial sales quantities decreased due to cooler weather. 

In the third quarter of 2006, electric net revenues of $235.2 million increased by $4.4 million from the comparable 2005 period. This 
improvement was primarily a result of $4.0 million of lower unrecoverable MISO costs included in cost of sales, increased industrial usage of 
approximately $4 million, a reduction in customer credits of $2.4 million, due to the timing of the credits, and increased numbers of residential 
and coinniercial customers amounting to approximately $2 million. The lower unrecoverable MISO costs resulted mainly from the IURC's 
second quarter ruling on the recoverability of certain MISO costs as well as the deferral of certain costs for future recovery which began on 
August 1, 2006. These increases in net revenues were partially offset by the impact of unfavorable weather of approximately $10 million. 

In the first nine months of 2006, electric net revenues were $616.4 million, an increase of $9.3 million from the comparable 2005 period 
primarily due to a reduction in customer credits of $8.7 million, due to the timing of the credits, $7.7 million of lower unrecoverable MISO 
costs included in cost of sales, increased environmental tracker revenues of $4.6 million (offset in expense), and an increase in residential and 
cornniercial customers amounting to approximately $5 million. The lower unrecoverable MISO costs resulted mainly from the IURC's second 
quarter ruling on the recoverability of certain MISO costs as well as the deferral of certain costs for future recovery which began on August 1, 
2006. These increases in net revenues were partially offset by the impact of unfavorable weather of approximately $20 million. 

Operatinp Income 
Operating income for the third quarter of 2006 was $108.3 million, a decrease of $2.1 million from the same period in 2005, The decrease in 
operating income was due to increased operating expenses of $6.5 million partially offset by the increase in net revenue mentioned above. 
Operating expenses increased due to higher electric generation and maintenance expenses of $5.2 million and increased other taxes compared 
to the same period in 2005. Operation and maintenance expense increases were also partially offset by the impact in the comparable 2005 
period of transition costs and a pension and other postretirement benefit charge totaling $5.0 million associated with the IBM agreement. 

Operating income for the first nine months of 2006 was $239.7 million, an increase of $2.9 million from the same period in 2005. The increase 
in operating income was due to the changes in net revenue mentioned above. Operating expenses increased due to higher electric generation 
and maintenance expense of $8.4 million and increased other taxes compared to the same period in 2005, partially offset by lower eniployee 
and administrative expenses of approximately $3.3 million. Operation and maintenance expense was also impacted by transition costs, a 
restructuring charge and a pension and other Postretirement benefit charge totaling $6.8 inillion associated with the IBM agreement made in the 
comparable 2005 period. 
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Three Months Nine Months 
Ended September 30, Ended June 30, 

(ii? im’llioizs) 2006 200s 2006 2005 
Net Revenues 

Products and services revenue $ 176.3 $ 226.9 $ 694.3 $ 653.8 
Less: Cost of products purchased - 162.8 210.8 - 664.5 625.8 

Net Revenues 13.5 16.1 29.8 28.0 -- 
Operating Expenses 

Operation and maintenance 12.5 12.9 34.6 29.5 
Depreciation and amortization 1.8 2.7 7.5 8.1 

(0.6) Impairment and gain on sale of assets 
Other taxes (0.6) 1.2 2.8 5.4 

Total Operating Expenses , 13.8 16.8 44.9 42.4 
Operating Loss $ (0.3) $ (0.7) $ (15.1) $ (14.4) 

The Other Operations segment participates in energy-related services including gas marketing, power trading and ventures focused on 
distributed power generation technologies, fuel cells and storage systems. PEI operates the Whiting Clean Energy project, which is a 525 mw 
cogeneration facility that uses natural gas to produce electricity for sale in the wholesale markets and also provides steam for industrial use. 
Additionally, the Other Operations segment is involved in real estate and other businesses. 

Whiting Clean Energy. 
facility was not able to deliver steam to BP to the extent originally contemplated without plant modifications. Whiting Clean Energy reached an 
agreement in October 2004 with the engineering, procurement and construction contractor, under which the contractor paid for a portion of the 
necessary plant modifications and other expenses. Whiting Clean Energy is continuing to pursue recovery from the insurance provider for 
construction delays and necessary plant modifications and repairs. 

For the first nine months of 2006, the PEI holding companies’ consolidated after-tax loss was $23.5 nillion. The profitability of the Whiting 
Clean Energy prqject in future periods will be dependent on, aniong other things, prevailing prices in the energy markets and regional load 
dispatch patterns. Also impacting the profitability of Whiting Clean Energy is the steam requirements for BP’s oil refinery. 

NiSource’s Whiting Clean Energy facility and BP have reached a Memorandum of IJnderstanding which, subject to the execution of a 
definitive agreement, would redefine teims under which Whiting Clean Energy will provide steam to BP. BP intends to develop alternative 
solutions to meet the refinery’s steam needs by the end of 2009. Whiting Clean Energy and BP have also outlined a restructured steam pricing 
approach for operating the Whiting Clean Energy facility in the interim. 

In the first quarter of 200.5, Northern Indiana selected TPC from bidders responding to a Request for Proposals issued in October 2004 to 
provide, pending regulatory approval, 230 rnw of intermediate dispatchable power, utilizing the generation facilities of Whiting Clean Energy 
The FERC accepted a tariff covering the sale of such intermediate dispatchable power. 

On April 1 1,2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
TTJRC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northein Indiana. On July 1, 2005, 
the IURC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana through TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with 

- - 0.1 

PET .H-ol!&lgs,.llc. 
PEI’s Whiting Clean Energy project at BP’s Whiting, Iiidiana refineiy was placed in service in 2002. Initially, the 
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interim purchases inade under the Power Sales Tariff as part of its normal FAC proceedings. 011 July 2 1 ,  2005, Intervenor LaPorte County filed 
a Petition for Reconsideration of the interim order with the IURC. On August 31, 2005, the IURC denied LaPorte County's Petition for 
Reconsideration. On September 29, 200.5, LaPorte County filed its Notice of Appeal of the IURC's Order of August 3 1, 2005 denying its 
Petition for Reconsideration. On March 9, 2006, L,aPorte's appeal of the IURC's interini order was dismissed. Northern Indiana filed 
supplemental testimony on Januaiy 26, 2006 indicating that it no longer is seeking approval of the three-year arrangement, The testimony 
clarifies that Northern Indiana is seeking affirmation from the IlJRC that the intermediate dispatchable power purchases made between 
August 9, 2005 and December 3 1, 200.5 which were rnade pursuant to the July 1, 2005 interim order were reasonable. 

Because of continued losses fi-on1 Whiting Clean Energy, projected impacts from the Memorandum of Understanding reached between Whiting 
Clean Energy and BP, and expected utilization of the Whiting Clean Energy facility, an impairment study was performed during the third 
quarter of 2006 in accordance with SFAS No. 144. LJnder the provisions of SFAS No. 144, an impairment loss shall be recognized only if the 
carrying amount of a long lived asset is not recoverable and exceeds its fair value. The test compares the carrying amount of the long lived 
asset to the sum of the undiscounted cash flows expected to result fiom the use and eventual disposition of the asset. The study indicated that 
no impairment was necessaiy. 

The study includes many estimates and assumptions for the 35-year estimated useful life of the facility. Changes in these estimates and 
assumptions, such as electricity and natural gas foiward price volatility, impacts from the negotiations with BP in reaching a definitive 
agreement as discussed above, and utilization of the facility, could result in a situation where total undiscounted cash flows are less than the 
carrying value of the facility, which would result in a write-down that could be significant. 

L&e Erie Laad Company, 1 ~ .  
In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The Sand Creek Golf Club assets were 
included in assets of discontinued operations at March 3 1, 2006. In June 2006, the assets of the Sand Creek Golf Club valued at $1 1.9 million 
and additional properties, were sold to a private real estate development group. An after-tax loss of $0.2 million was recorded in June 2006. As 
a result of the June transaction with the private developer, at September 30, 2006, $4.3 million of assets, representing an estimate of future 
property to be sold during the next twelve-months, are reflected as assets held for sale. 

NDC Dougl-as Properties 
NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. One of these investments was disposed of in the first quarter of 2006 and four other investments will be sold or disposed of during 
2006 and 2007. An impairment loss of $2.3 million was recorded in the second quarter of 2006, due to the current book value exceeding the 
estimated fair value of these investments. NiSource has accounted for the investments to be sold, valued at $10.1 million as of September 30, 
2006 after inipairment, as assets held for sale. Mortgage notes and other accrued liabilities related to these investments of $9.9 million are 
accounted for as liabilities held for sale. 

Net Revenues 
Net revenues of $13.5 million for the third quarter of 2006 decreased by $2.6 million from the third quarter of 2005, as a result of lower 
revenues from the Whiting Clean Energy facility of $4.5 partially offset by increased conmercial and industrial gas marketing revenues. 

For the first nine months of 2006, net revenues were $29.8 million, a $1.8 million increase compared to the same period in 2005. The increase 
was mainly due to increased commercial and industrial gas marketing revenues of $3 "7 million partially offset by increased losses fi,om the 
Whiting Clean Energy facility. 
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Operatin? Loss 
Other Operations reported an operating loss of $0.3 million for the third quai-ter of 2006, versus an operating loss of $0.7 million for the 
comparable 2005 period. The decrease in the operating loss primarily resulted from lower property taxes and lower depreciation expense 
partially offset by lower net revenues described above. 

For the first nine months of 2006, the operating loss was $15.1 million compared to an operating loss of $14.4 million for the comparable 2005 
period. Operation and maintenance expense increased $5.1 million due to scheduled maintenance for Whiting Clean Energy of $4.5 million, an 
impairment charge of $1.2 million taken for a certain NDC Douglas property that will be disposed of during 2006 and a $0.3 million loss that 
was realized on the sale of the Sand Creek Golf Club property. These increases in operation and maintenance expenses were partially offset by 
the increase in net revenues from comniercial and industrial gas marketing described above and lower accrued property taxes. 

NISOURCE INC. 
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For a discussion iegarding quantitative and qualitative disclosures about market risk see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations - Market Risk Disclosures.” 

ITEM 4. CONTROLS AND PROCEDURES 

Evaluation of Disclosure Cori&ols and Procedures 
NiSource’s chief executive officer and its principal financial officer, after evaluating the effectiveness of NiSource’s disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-l5(e) and lSd-IS(e)), have concluded based on the evaluation required by paragraph (b) of 
Exchange Act Rules 13a-1.5 and 1 Sd- 15 that, as of the end of the period covered by this report, NiSource’s disclosure controls and procedures 
were effective. 

C.han_pes.b Inteiiial Controls 
On July 1, 2006, NiSource began a multi-year process of transfoiming the information systems. As its initial step in this process, NiSource 
began using new systems in the finance and accounting, supply chain and human resource fimctions that support the Gas Transmission and 
Storage Operations, Corporate and Other Operations segments. NiSource adjusted the internal controls that apply to these functional areas to 
align them with the new systems and revised business processes. 

Other than the internal control changes referenced above, there have been no other changes in NiSource’s inteinal control over financial 
reporting during the fiscal quarter covered by this report that has materially affected, or is reasonably likely to affect, NiSource’s internal 
control over financial reporting. 
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1. 

On January 13, 2004, VNG filed with the FERC a “Complaint Seeking Compliance with the Natural Gas Act and with Regulations and 
Certificate Orders of the Federal Energy Regulatoiy Commission and Seeking Remedies” in Docket No. lZPO4-139. VNG alleged various 
violations during the winter of 2002-2003 by Columbia Transmission of its firm service obligations to VNG. VNG sought monetary 
damages and remedies (exceeding $37 million), and also sought certain prospective remedies. On July 29,2004, the FERC issued an order 
in which it refksed to grant VNG any monetary damages and said such claims are best determined by a court of law. The FERC also agreed 
with Columbia Transmission that Columbia Transmission had not abandoned its obligation to provide service and that it had not 
inappropriately continued interruptible service to the detriment of firm service, However, the FERC did find that Columbia Tiansmission 
had failed to exercise sufficient due diligence in its modifications to or its operation of vaporization equipment at its Chesapeake L,NG 
facility and that Columbia Transmission had failed to deliver gas to VNG at 250 pounds per square inch gauge (psig) as called for by the 
agreement between VNG and Columbia Transmission. The FERC declined VNG’s request to award damages in this case and, as noted 
above, stated that any claim for damages could best be determined by a court of law. Both Columbia Transmission and VNG have appealed 
the FERC’s decision to the IJnited States Court of Appeals for the D.C. Circuit. On May 12, 2006, the United States Court of Appeals foi 
the D.C. Circuit issued an order on Columbia Transmission’s and VNG’s petitions for review of FERC’s decision. The Court upheld 
FERC’s holdings that the events at Columbia’s Chesapeake LNG facility in Febniaiy and March of 2003 did not constitute a force majeure 
event, and upheld the FERC’s decision that Columbia had not unlawfully abandoned service to VNG. The Court also remanded the case to 
FERC directing FERC to articulate the basis for its authority to award damages (if any). The paiTies to this proceeding settled this matter in 
October 2006. 

2. Vivian K. Kershaw et al. v. Columbia Natural Resources, Inc., et al., Chautauqua County Court, New York 

Plaintiffs filed a complaint in 2000 against CNR a former subsidiary, Columbia Transmission, Columbia and CER. The complaint alleges 
that plaintiffs own an interest in oil and gas leases in New York and that the defendants have underpaid royalties on those leases by, among 
other things, failing to base royalties on the price at which natural gas is sold to the end-user and by improperly deducting post-production 
costs. Plaintiffs seek the alleged royalty underpayment and punitive damages. The complaint also seeks class action status on behalf of all 
royalty owners in oil and gas leases owned by the defendants. Discovery is currently stayed while the parties seek to determine if the matter 
can be settled. 

3. United States of America ex rel. Jack J. Grynberg v. Columbia Gas Transmission Corporation, et ai., U.S. District Court, E.D. 
Louisiana 

Virginia Natural Gas, Inc. v. Columbia Gas Transmission Corporation, Federal Energy Regulatory Commission 

The plaintiff filed a complaint in 1997, under the False Claims Act, on behalf of the United States of America, against approximately 
seventy pipelines, including Columbia Gulf arid Columbia Transmission. The plaintiff claimed that the defendants had submitted false 
royalty reports to the g o v e m e n t  (or caused others to do so) by rnis-measuring the volume and heating content of natural gas produced on 
Federal land and Indian lands. The Plaintiff‘s original complaint was dismissed without prejudice for misjoinder of parties and for failing to 
plead fraud with specificity. The plaintiff then filed over sixty-five new False Claims Act complaints against over 330 defendants in 
numerous Federal courts. One of those complaints was filed in the Federal District Court for the Eastern District of L,ouisiana against 
Columbia and thirteen affiliated entities (collectively, the “Columbia defendants”). 

Plaintiff‘s second complaint, filed in 1997, repeats the mis-measurement claims previously made and adds valuation claims alleging that the 
defendants have undei-valued natural gas for royalty purposes in various ways, including sales to affiliated entities at artificially low prices. 
Most of the Gryriberg cases were transferred to Federal court in Wyoming in 1999. 
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The defendants, including the Columbia defendants, have filed motions to dismiss for lack of subject matter jurisdiction in this case. Oral 
argument on the motions to dismiss was held on March 17 and 18, 2005 before a Special Master. On May 13, 200.5, the Special Master 
issued his report and recommendations and recommended dismissal of the action against the Columbia defendants. On October 20, 2006, the 
Federal District Court issued its Order on the Special Master’s report and recommendation. The Order grants the Columbia defendants’ 
motion to dismiss for lack of subject matter jurisdiction. The Plaintiff could still appeal this Order to the Court of Appeals. 

4. 

The Plaintiffs, who are royalty owners, filed a lawsuit in early 2003 against CNR alleging that CNR underpaid royalties by improperly 
deducting post-production costs and not paying a fair value for the gas produced from their leases. Plaintiffs seek the alleged royalty 
underpayment and punitive damages claiming that CNR fraudulently concealed the deduction of post-production charges. The court has 
certified the case as a class action that includes any person who, after July 31, 1990, received or is due royalties from CNR (and its 
predecessors or successors) on lands lying within the boundary of the state of West Virginia. All claims by the governmerit of the United 
States are excluded from the class. CNR appealed the decision certifying the class and the West Virginia Supreme Court of Appeals denied 
the appeal. Although NiSource sold CNR in 2003, NiSource remains obligated to manage this litigation and also remains at least partly 
liable for any damages awarded to the plaintiffs. In December 2004, the court granted plaintiffs’ motion to add NiSource and Columbia as 
defendants. The trial was originally scheduled for the first quarter of 2006, but was continued indefinitely, pending review by the West 
Virginia Supreme Court on the deductibility of post production expenses. On June IS, 200G, the West Virginia Supreme Court ruled against 
the defendants on this issue. The trial court has scheduled the trial of this case for the first quarter of 2007. 

Tawney, et al. v. Columbia Natural Resources, Inc., Roane County, WV Circuit Court 

ITEM !A. R l S I C  FACTORS 

The majority of NiSource’s net revenues and net assets are subject to economic regulation and are exposed to the impact of regulatory 
rate reviews and proceedings. 

Virtually all of NiSource’s net revenues arid net assets are subject to economic regulation at either the federal or state level. As such, the net 
revenues generated by those regulated companies are subject to regulatory review by the applicable federal or state authority. Two NiSource 
companies are currently obligated to participate in rate reviews, which determine the energy rates charged to customers, and directly impacts 
revenues. As part of a settlement reached in other regulatory proceedings, Northern Indiana has agreed to file an electric base rate case with the 
IURC on or before July 1, 2008. The outcome for the rate case could have a material effect on NiSource’s financial results. Also, Columbia of 
Virginia is currently subject to an investigation by the VSCC into the justness and reasonableness of Columbia of Virginia’s rates. The 
investigation is currently pending. 

NiSource’s recent outsourcing initiative and service agreement with IBM may not achieve the level of savings that was originally 
anticipated. Additionally, many associated changes in systems and personnel are being made, increasing operational and control risk 
during transition, which may have an impact on the business and its financial condition. 

NiSource expects the 10-year agreement with IBM to deliver upwards of $530 million in gross savings in operating and capital costs. This cost 
savings is dependent upon many factors, and unanticipated changes in operations may cause actual cost savings to be substantially less than 
expected. Many functions are being transitioned to IBM and many new personnel are assuming responsibilities across these functions, 
increasing the risk of operational delays, potential errors and control failures which may have an impact on NiSource and its financial 
condition. 
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As a part of this transformation, many new information technology systems and process changes have an accelerated time-line foi conipletion 
increasing the risk of operational delays, potential errors and control failures which may have an impact on NiSource and its financial 
condition In August, 2006, NiSource and IBM decided to delay further implementation of certain information technology systems beyond 
Januaiy 1, 2007 due to difficulties encountered with the first wave of new system implementations. This delay may decrease the level of 
pi ojected operating cost savings while continuing to ensure stable operations. A high-level team of NiSource and IBM resources have been 
assigned to ieassess some of the systems and processes involved to ensure a successful implementation. 

Othei than the iisk factor disclosed above, there were no other material changes from the risk factors disclosed in NiSouice's 2005 Foim 10-IC 
filed on March 10. 2006. 

NISOURCE INC. 

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

None 

ITEM 3. DEFA-ULTS UPON SENIOR SECURITIES 

None 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None 

ITEM 5. OTHER PFORMATION 

None 
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(10.1) Amended and Restated Revolving Credit Agreement among NiSource Finance Corp., as Borrower, NiSource Inc., as 
Guarantor, the lender paities thereto as Lenders, Credit Suisse as Syndication Agent, JPMorgaii Chase Bank, N.A., The Bank 
Of Tokyo-Mitsubishi UFJ, Ltd., Chicago Branch and Citicoip USA, Inc., as Co-Documentation Agents and Barclays Bank 
PLC, as Administrative Agent and LC Bank dated July 7, 2006 (incorporated by reference to Exhibit 10.2 to the NiSource Inc. 
Quarteily Report on Form 10-Q for the period ended June 30, 2006). 

(3 1.1) Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. * 

(3  1.2) 

(32.1) 

Certification of Michael W. O'Donnell, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 'I' 

Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
(furnished herewith). * 

(32.2) Certification of Michael W. O'Donnell, Chief Financial Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
(furnished herewith). * 

* Exhibit filed herewith. 

Pursuant to Item 60l(b)(4)(iii) of Regulation S-K, NiSource hereby agrees to furnish the SEC, upon request, any instniment defining the rights 
of holders of long-term debt of NiSource not filed as an exhibit herein. No such instrument authorizes long-term debt securities in excess of 
10% of the total assets of NiSource and its subsidiaries on a consolidated basis. 
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SIGNATURE 

NISOURCE INC. 

Pursuaiit to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: November 2, 2006 By : /s/ Jeffrey W. Grossniaii 
Jeffrey W. Grossrnan 

Vice President and Controller 
(Principal Accounting Officer 
aiid Duly Authorized Officer) 
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Exhibit 3 1 . 1  

Certification Pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2002 

I, Robert C. Skaggs, Jr., certify that: 

1. 

2. 

3. 

4. 

5 .  

I have reviewed this Quarterly Report of NiSource Inc. on Form 10-Q for the quarter ended September 30, 2006; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-lS(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-lS(f) and lSd-l5(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that inaterial inforination relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c) Evaluated tlie effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d) Disclosed in this report any change in the registrant’s internal control over fmancial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, tlie registrant’s inteiiial control over financial reporting; and 

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the iegistrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
fimc tions): 

a) AI1 significant deficiencies and material weaknesses in  the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect tlie registrant’s ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

Date: November 2, 2006 By: /s/ Robert C. Skaggs, Jr. 
Robert C. Skaggs, Jr. 

Chief Execdtive Officer 
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Certification Pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2002 

I, Michael W. O’Donnell, certify that: 

1. 

2. 

3. 

4. 

5. 

Date 

I have reviewed this Quarterly Report of NiSource Inc. on Foim 10-Q for the quai-ter ended September 30, 2006; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or ornit to state a inaterial fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-lS(e) and 1Sd-1 S(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-lS(f) and lSd-lS(f)) for the registrant and have: 

a) Designed such disclosure controls arid procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit conmittee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and inaterial weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, sunmarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
inteiiial control over financial reporting. 

d) 

November 2, 2006 By: /s/ Michael W. O’Donnell 

Executive Vice President aiid Chief Financial Officer 
Michael W. O’Donnell 
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Exhibit 32.1 

Certification Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002 

In connection with the Quarterly Report of NiSource Inc. (the “Company”) on Form 10-Q for the quarter ending September 30, 2006 as filed 
with the Securities and Exchange Comiission on the date hereof (the “Report”), I, Robert C. Skaggs, Jr., Chief Executive Officer of the 
Conipany, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 1S(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the 
Conipany. 

/s/ Robert C. Skaggs, Jr. 
Robert C. Skaggs, Jr. 

Chief Executive Officer 

Date: November 2, 2006 
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Exhibit 32.2 

Certification Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002 

In connection with the Quarterly Report of NiSource Inc. (the “Company”) on Fomi IO-Q for the quarter ending September 30, 2006 as filed 
with the Secuiities and Exchange Commission on the date hereof (the “Report”), I, Michael W. O’Donnell, Executive Vice President and Chief 
Financial Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  The Report fiilly complies with the requirements of section 13(a) or 1S(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition arid result of operations of the 
Company. 

/s/ Michael W. O’Donnell -- 
Michael W. O’Donnell 

Executive Vice President and Chief Financial Officer 

Date: November 2, 2006 
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TJNITED STATES 
SECTJRITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant To Section 13 OR lS(d) of The Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): November 2,2006 

NiSource Inc. 
(Exact name of registrant as specified in its dharter) 

Comnission file number 001:.1615 

Delaware 35-2 108964 
(State or other jurisdiction of 
incorporation or organization) 

(I.R.S. Employer 
Identification No .) 

801 East 86th Avenue 
Merrillville, Indiana 464 10 

(Address of principal executive offices) (Zip Code) 

Registrant’s telephone number, including area code (877) 647,5990 

Check the appropriate box below if the Form 8-IS filing is intended to siniultaneously satisfy the filing obligation of the registrant under any of 
the following provisions. 

A 

El 

El 

El 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.42.5) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-commencement comniunications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2 (b)) 

Pre-conunencenient conmunications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240 13e-4 (c)) 
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ITEM 2 02. RESULTS OF OPERATWNS AND FINANCIAL CONDITION 

On Novembei 2, 2006, NiSouice Iiic (the “Company”) reported its financial results for the fiscal quartei ended Septembei 30, 2006 The 
Company’s piess ielease, dated November 2, 2006, is attached as Exhibit 99 1 

ITEM 9.0 1. FINANCIAL STATEMENTS AND EXHIBITS 

(d) Exhibits 

Exhibit 
Number Description 

99.1 Press Release, dated November 2, 2006, issued by NiSource Inc. 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

I__.-- 

Date: November 2, 2006 By: / s /  J e f m  W. Grossman 
Jeffiey f. Grossman 

Vice President and Controller 
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EXHIBIT INBEX 

Exhibit 
Nurnbei Description 

99 1 Press Release, dated November 2,2006, issued by NiSource Inc. 
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FOR IMMEDIATE RELEASE 
November 2, 2006 

FOR ADDITIONAL INFORMATION 
M-edb 
Ibis Falzone 
Vice President, Corporate Communications 

klfalzone@nisource.c-qm 
(219) 647-5581 

Carol Churchill 
Director, Coiporate Conmimications 

ccl?urchil@nisource.com 
(888) 696-0481 

Investors 
Randy Hulen 
Director, Investor Relations 

ghulen@nisource.com 
(219) 647-5688 

Rae Kozlowski 
Manager, Investor Relations 
(219) 647-6083 

Exhibit 99.1 

c 

801 E. 86th Avenue 
Merrillville, IN 4641 0 

NiSource announces higher third-quarter earnings 
Company reports progress on WIzitiizg Clean Energy 

MERRILLVILLE, Ind. - NiSource Inc. (NYSE: NI) today announced net operating earnings (non-GAAP) of $29.5 n~illion, or 11 cents per 
share, for the three months ended Sept. 30, 2006, an increase fkom $16.4 million, or 6 cents per share, for the third quarter of 200.5 (all per- 
share amounts are basic). Operating eainings (non-GAAP) were $142.8 million for the third quarter of 2006, up from $128.0 million for the 
same period in 200.5. For a reconciliation of net operating earnings and operating earnings to GAAP, see Schedules 1 and 2 of this news 
release. 

Primary drivers of the improvement in net operating earnings were strong results in the electric business; an improvement in gas distribution 
operations due to lower operating expenses; and a $10.3 million decrease in interest expense for the quarter due to the refinancing of 
$2.4 billion in long-term debt during 2005 at lower rates. 

“Our core businesses produced a solid third quarter,” said NiSource President and Chief Executive Officer Robert C. Skaggs, Jr. “Om electric 
unit tu-ned in another strong performance, our gas distribution operations held the line on expenses while continuing to make progress on a 
number of key regulatory initiatives, and our gas transmission and storage team continued to deliver the revenue growth projected for the year.” 

These positive results reflect ongoing progress on the company’s four-point plan for long-term, sustainable growth, Skaggs stated. The 
balanced plan centers on NiSource’s portfolio of regulated assets and includes: commercial growth and expansion of the gas transniission and 
storage business; 

-more- 
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conxnercial and regulatory initiatives; management of the balance sheet; arid process and expense management 

Significant progress 011 Wliiting C lem Energy 

Skaggs announced that NiSource’s Whiting Clean Energy (WCE) unit and BP have reached a Memorandum of LJnderstanding (MOU) which, 
subject to the execution of a definitive agreement, would redefine ternis under which WCE will provide steam to BP. WCE is a 525-megawatt 
conibined- cycle gas cogeneration facility located on the BP Whiting Refinery property in Whiting, Ind., that produces electricity to sell into 
the Midwest wholesale market arid provides steam to BP for its oil refining process. 

BP intends to develop alternative solutions to meet the refinery’s steam needs by the end of 2009. WCE and BP have also outlined a 
restructured steam pricing approach for operating the WCE facility in the interim. 

“This is an important milestone toward improving the financial performance of Whiting Clean Energy,” Skaggs said. “We strongly value our 
business relationship with BP, which recently announced a major investment in the refinery, and its conxnitment to working with us to find a 
solution foi the Whiting operations that will be mutually beneficial.” 

Contimed focirs on usage nrzd attrition issues 

Skaggs noted that NiSource’s management and regulatory teams remain focused on the issues relating to customer usage and attrition in  the gas 
distribution segment. 

“Our current view concerning customer usage and attrition though the remainder of the year remains consistent with the outlook we provided 
after the second quarter,” Sltaggs said. “The recent decline in natural gas prices is welcome news for NiSource and our customers. Howevei, it 
ieniairis to be seen whethei we will experience some moderation in the negative usage trends and attrition that have taken place over the last 
two years.” 

Skaggs noted that in light of the difficulty in predicting gas prices and customer behavior, the company does not intend to reforecast 2006 
earnings. 

He emphasized that NiSource is developing and pursuing a number of regulatory initiatives throughout its distribution markets to mitigate the 
impacts of conservation and customer attrition. For example, Northein Indiana Public Service Company (NIPSCO) continues to work with its 
regulatory stakeholders on a filing made earlier this year to simplify its residential rate structure. 

-more- 
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I n  addition, Slaggs indicated that the company is encouraged by the recent action by the Pennsylvania Public Utility Commission to establish a 
working group to address a variety of issues relating to residential customer demand, including potential changes in rate design. 

“We applaud the Pennsylvania Conmission’s initiative on this irnpoitant industry issue, and our Colunibia Gas of Pennsylvania regulatoiy 
teain plans to participate actively in the process,” Skaggs said. 

He also noted that other NiSource gas distribution companies will continue to develop and pursue additional regulatory initiatives over the 
coiirse of the next few years. “We continue to work toward regulatory initiatives that will address the customer usage and attrition issues, as 
well as support piofitable customer growth and infrastructure investments,” he stated. 

Overview of tliird-qiinrter operntiitg earnings (non-GAAP) perforntance by business seginent 

Gas Distribution Operations 

NiSource’s Gas Distribution Operations segment reported an operating earnings loss of $30.8 million for the third quarter of 2006, conipared 
with an operating eainings loss of $44.0 million a year ago. The improvement was primarily due to lower operating expenses from decreased 
employee and administrative costs, a change in the reserve balance for leased office space, and lower property tax accruals. 

“Natural gas prices have moderated compared with last winter in most of our markets, which, again, is good news for our customers,” Skaggs 
said. “Our gas utility employees continue to hold the line on expenses, in keeping with our four-point platform for growth. At the same time, 
our gas supply team continues to capitalize on short-teini market opportunities to use our distribution busiiiess’s extensive supply and storage 
portfolio to increase 1 evenues that are shared with customers under various regulatory mechanisms.” 

Gas Transmission and Storage Operations 

Opeiating earnings for the Gas Transmission and Storage Operations segment were $69.4 million, essentially flat with operating earnings of 
$69.8 million during the third quarter of 2005. Net revenues increased by $12.4 million, primarily due to sales of slioi-tei-term transportation 
and storage services. However, expenses also increased, mainly due to higher property insurance premiums, employee and administrative costs, 
and costs to settle litigation. 

-more- 

http://ir.nisaurce.corn/EdgarDetail.cfm?CompanyI~=NI&CIK=l l l 171 1&FID=950134-06-20249&SID= ... 3/30/2007 



NISOURCE INC/DE (Form: %IC, Received: 11/02/2006 07:01:46) Page 9 of 29 

NiSource announces higher third-quarter earnings 
Page 4 

“Our commercial team, which we continue to build, is doing an excellent job of optimizing oppoitunities based on our market-leading storage 
and pipeline platform,” Skaggs said, noting that the team this year has signed new agreements that are expected to result in more than 
$40 million in  revenue for 2006. About $12.4 million of that revenue was recorded during tlie third quarter; a total of $3 1.7 million was 
recorded through the first nine months of the year. 

Skaggs said that NiSource’s transmission busiiiess continues to make progress on significant asset expansion projects. Construction continues 
ou the Hardy Storage project, a joint venture between NiSource’s Columbia Gas Transmission and a subsidiary of Piedmont Natural Gas 
Company. Service is scheduled to commence in April 2007. 

Likewise, progress continues on Columbia Gas Transmission’s Eastern Market Expansion project, and a certificate application is expected to 
be filed with the Federal Energy Regulatory Cornmission (FERC) during the first half of 2007. Service is on target to begin in the second 
quarter of 2009. 

In addition, the Millennium Pipeline project received a favorable Supplemental Final Environmental Impact Statement from the FERC on Oct. 
13, 2006, and the FERC is expected to issue certificate approval by year-end. “We are pleased with the continuing progress of tlie Millennium 
project,’’ Skaggs said. He indicated that the project team is focused on tlie completion of the FERC review process and finalizing the project’s 
construction estimates. In that regard, he also noted that the project team is in advanced discussions with local tax authorities concerning 
property tax abatement for Millennium. 

Electric Operations 

NiSource’s electric business reported operating earnings of $1 13.1 million, up from $103.6 million in the third quarter of 2005. The inciease 
was primarily due to lower unrecoverable Midwest Independent System Operator (MISO) costs, increased industrial sales, and tlie timing of 
regulatory revenue credits. Operating expenses were $5.0 million higher than a year ago due to higher electric geneiation and maintenance 
expenses. 

“Steady growth in our northern Indiana market and continued strength in industrial sales volumes and margins helped drive another strong 
quarter in our electric business,” Skaggs said. “Year-to-date sales volumes to NIPSCO’s largest electric customers are up 9.6 percent over 2005 
levels.” 

Other Operations 

The Other Operations segnieiit reported an operating earnings loss of $0.2 million in the third quarter of 2006, compared with operating 
earnings of $2.1 million in the year-ago period. The decrease was due priniarily to increased losses at Whiting Clean Energy. 

more-  
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Creating sh areh older value 

Slcaggs noted that NiSource continues to move foiward with the strategic effort initiated earlier this yeas to unlock the underlying value of the 
company’s asset base. 

“Clearly, our progress on Whiting Clean Energy is an important step forward in our comprehensive, integrated process,” Sltaggs said. “In 
addition, NiSource’s Board of Diiectors is in the advanced stages of reviewing a variety of options developed during the analytic phase of ow 
strategic review piocess. As always, we reniain committed to communicating with investors and all other stakeholders in a transpalent and 
timely fashion when decisions are made.” 

Income fioni Coiitinuirig Operatioits (GAAP) 

On a GAAP basis, NiSource repoited income from continuing operations foi the three months ended Sept. 30, 2006, of $2.5.9 million, or 10 
cents pel shale, compared with a loss of $5.9 million, or 2 cents per share, in the same period a yeas ago. The loss during 2005 was primarily 
due to a $49 million restructuring charge related to the outsourcing to IBM. 

Operating income was $136.4 million for the third quarter of 2006, compared with $92.5 million in 2005 

Definition of I ~ ~ I ~ - G A A P  measures 

NiSource focuses on net operating earnings and operating earnings, which are both non-GAAP measures, because management believes these 
measures better represent the fundamental earnings strength and performance of the company. NiSource uses these measures inteiiially for 
budgeting, for reporting to the board of directors, and for purposes of determining the payout under NiSource’s annual incentive compensation 
plan for its employees. 

Net operating earnings are a non-GAAP financial measure that NiSource defines as income from continuing operations determined in 
accoidance with Generally Accepted Accounting Principles (GAAP) adjusted for certain items. Operating earnings are operating income 
determined in accordance with GAAP adjusted for certain items. Adjustments reflected in these measuies are primarily weather, restnict-ctring 
and transition costs related to the outsourcing contract with IBM, gains and losses on the sale of assets, certain reserve adjustments and other 
items. See Schedule 1 and Schedule 2 of this news release for the reconciliations of net operating earnings and operating earnings, respectively, 
to GAAP. 

Coil f e reme  call to be held this morning (Nov. 2) 

NiSource will host an analyst conference call at 9 a.m. EST on Thursday, Nov. 2, 2006, to further discuss the company’s third-quarter 2006 
results. All interested pasties may hear the conference call live by logging on to the NiSouice Web site at www,nisource.com, 

-more- 
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Third-Qua-rter 2006 Operating Earninys - Segment Results (non-GAAP) 
NiSource's consolidated third-quarter 2006 operating earnings (non-GAAP) were $142.8 million, compared to $128.0 million for the same 
period in 2005. Refer to Schedule 2 for the items included in 2006 and 2005 GAAP operating inconie but excluded froin operating earnings. 

Operating earnings for NiSource's business segments for the quarter ended September 30, 2006 are discussed below. 

Gas Distribution Operatioits reported an operating eaiiiings loss of $30.8 million compared to an operating earnings loss of $44.0 inillion 
during the coniparable quarter of 2005. L.ower operating expenses from decreased employee and administrative costs, a change in a 
restructuring reserve balance for leased office space, and lower property tax accruals were the main reasons for the improvement in net 
operating earnings. Excluding the impact of regulatory trackers, net revenues were essentially flat with the comparable quarter last year. 

Gas Traiisntissiori arid Storage Operations reported operating earnings of $69.4 million essentially flat with operating earnings of 
$69.8 million in the third quarter of 2005. Increased net revenues of $12.4 million were offset by higher operating expenses. The higher net 
revenues were due primarily to sales of shorter-term transportation and storage services. Seasonal price fluctuations in the national energy 
market continued to create opportunities for customers to utilize existing short-term tariff services. The operating expense increase was mainly 
due to higher employee and administrative costs, increased property insurance premiums, and costs to settle litigation. The higher employee 
and administrative costs is primarily due to the building of the conxnercial team to optimize revenue producing opportunities. The increased 
property insurance costs were amibutable to increases in premium for offshore and onshore facilities located in or near the Gulf of Mexico. 
Such increases were driven by the poor underwriting experience of the insurance industry over the past few years, resulting from the 
unprecedented losses sustained froin hurricanes such as Ivan, Katrina and Rita. 

Electric Operatioits reported operating earnings of $113.1 million versus operating earnings of $103.6 million from the comparable period last 
year. Net revenues increased by $14.5 million due to lower unrecoverable MISO costs included in costs of sales, strong industrial volumes and 
the timing of revenue credits. The lower unrecoverable MISO costs resulted niainly from the IURC's second quarter ruling on the 
recoverability of certain MISO costs as well as the deferral of certain costs for future recovery which began on August 1, 2006. Operating 
expenses were $5.0 million higher than a year ago due to higher electric generation and maintenance expenses. 

Other Operations reported an operating earnings loss of $0.2 million in the third quarter of 2006, versus operating eamings of $2.1 niillion in 
the third quarter of 2005. The $2.3 million decrease in operating earnings primarily resulted from increased losses at the Whiting Cleaii Energy 
facility partially offset by lower property tax accruals. 

-more- 
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Corporate reported an operating earnings loss of $8.7 million in the third quarter of 2006, versus an operating earnings loss of $.3.5 million in 
the third quarter of 2005. The additional loss was primarily due to consulting and outside service costs and higher insurance costs. 

Other Items 
Interest expense decreased by $10.3 million due to the refinancing of $2.4 billion in long-term debt during 2005 at lower rates. Other, net 
expense of $0.8 million compares to other, net income of $3.3 million in the third quarter of 2005 due primarily to lower interest income and 
higher fees due to increased interest costs related to the sale of accounts receivable. 

-more- 
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Nine-MonthPcriod 2006 Operatin? Earnings - Segment Results (non-GAAP) 
NiSource’s consolidated operating earnings (non-GAAP) for the nine months ended September 30,2006 were $7 14.3 million, compared to 
$708.2 inillion for the same period in 2005. Refer to Schedule 2 for the items included in 2006 and 2005 GAAP operating income but excluded 
from operating earnings. 

Operating earnings for NiSource’s business segments for the nine months ended September 30, 2006 are discussed below. 

Gas Distribiitioit Operations reported operating earnings of $23 1.4 million versus operating earnings of $247.5 million in 2005. Excluding the 
impact of regulatory trackers discussed below, net revenues decreased by $21 .O million due primarily to declines in residential customer usage. 

Operating expenses, excluding expenses that are the subject of regulatory trackers discussed below, were $4.9 million lower than last year. The 
decrease was due to lower operation and maintenance expenses and decreased other taxes partially offset by higher depreciation charges. 

Comparability of Gas Distribution Operations line item operating results is impacted by regulatory trackers that allow for the recovery in rates 
of certain costs such as bad debt expenses. Increases in the expenses that are the subject of trackers result in a corresponding increase in net 
i’evenues and therefore have essentially no impact on total operating earnings results. Approximately $32.1 million of the increase in operation 
and maintenance expenses were subject to such trackers and were therefore primarily offset by a coi-responding increase to net revenues 
reflecting recoveiy of certain costs. 

Gas Transntissioit arid Storage Operations reported operating earnings of $26 1.2 million versus operating eai-niiigs of $2.50.3 million during 
the nine months ended September 30, 2005. The increase resulted from $29.2 million of higher net revenues due to increased subscriptions foi 
demand services and sales of shoi-ter-term transportation and storage services. Seasonal price fluctuations in the national energy market created 
opportunities for customers to utilize existing short-term tariff services. Operating expenses increased by $18.3 million mainly due to higher 
employee and administrative costs, property insurance premiums, costs to settle litigation, and pipeline integrity expenses. The higher 
employee and administrative costs is primarily due to the building of the commercial team to optimize revenue producing opportunities. 

Electric Operations reported operating earnings of $2.5 1.1 million versus operating earnings of $234.7 million during the comparable period 
last year. Net revenues increased by $28.0 million due to lower unrecoverable MISO costs, timing of revenue credits, increased industrial 
volumes and customer growth. The lower unrecoverable MISO costs resulted mainly from the ITJRC’s second quarter ruling on the 
recoverability of certain MISO costs as well as the defeiml of certain costs for future recovery which began on August 1, 2006. Operating 
expenses, excluding expenses subject to environmental trackers of $5.7 million, increased by $5.9 million primarily due to higher electric 
generation and maintenance expenses. 

-more- 
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Other Operations reported an operating earnings loss of $15.0 million compared to an operating earnings loss of $14.2 inillion last year mainly 
due to increased losses at the Whiting Clean Energy facility offset by lower uncollectible accounts, higher gas marketing margins, and lower 
property tax accruals. 

Corporate reported an operating earnings loss of $14.4 million versus an operating earnings loss of $10.1 million in the nine months ended 
September 30, 2005. The additional loss was primarily due to consulting and outside service costs. 

Other Items 
Interest expense decreased by $27.1 million due to the refinancing of $2.4 billion in long-term debt during 200.5 at lower rates. Other, net 
expense of $6.9 million compares to other, net income of $6.4 million last year due primarily to lower interest income and higher costs related 
to the sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances resulted in the 
higher costs. 

About NiSource 
NiSource Inc. (NYSE: NI), based in Menillville, hid., is a Fortune 500 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3 “7 million customers located 
within the high-demand energy conidor stretching from the Gulf Coast though the Midwest to New England. Information about NiSource and 
its subsidiaries is available via the Internet at www.nisource.con1.. NI-F 

Fprward-Lookin? Statements 
This news release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 2 1 E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or cuxent 
expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it can 
give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future perfoimance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially froin those indicated by such 
forward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource’s businesses; increased competition in deregulated energy markets; the success of regulatory and 
commeicial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource’s outsourcing initiative; 
actual operating experience of NiSource assets; the regulatoiy process; regulatory and legislative changes; changes in general economic, capital 
and commiiodity market conditions; and counter-party credit risk. 

### 
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NiSource Inc. 
Consolidated Net Operating Earnings (Non - GAAP) 

Three Months Nine Monllis 
Ended September 30, Ended September 30, 

(111 ~~r i l l ions,  except per shai e amounts) 2006 2005 2006 2005 
Net Revenues 

$ 396.7 $ 377.5 $3,058.5 $2,840.5 Gas Distributioii 
Gas Transportation and Storage 202.7 179.1 743.8 721.0 
Electric 377.4 381.9 985.0 946.6 
Other 183.5 222.3 715.6 666.2 
Gross Revenues 1,160.3 1,160.8 5,502.9 5,174.3 
Cost of Sales (excluding depreciation and amortization) 525.0 557.0 3,187.1 2,928.9 

Total Net Revenues 635.3 603.8 2,315.8 2,245.4 
Operating Expenses 

Operation and maintenance 306.9 283.1 977.4 907.1 
Depreciation and amortization 136.5 135.9 411.4 406.9 
Other taxes 49.1 56.8 212.7 223.2 

Total Operating Expenses 492.5 475.8 1,601.5 1,537.2 
Operating Earnings 142.8 128.0 714.3 708.2 
Other Income (Deductions) 

Interest expense, net (96.2) (106.5) (284.9) (312.0) 
Dividend requirements on preferred stock of subsidiaries - (1.0) (1.1) (3 "2) 

._" Other, net (0.8) 3.3 (6.9) 6.4 
Total Other Income (Deductions) (97.0) (1 04.2) (292.9) (308.8) 
Operating Earnings From Continuing Operations 

Before Income Taxes 45.8 23.8 421.4 399.4 
Income Taxes 16.3 7.4 149.9 147.7 

25 1.7 Net Operating Earnings from Continuing Operations 29.5 16.4 271.5 - 
- GAAP AdJustrnent (3.6) (22.3) (51.2) (40.6) 
GAAP Income (Loss) from Continuing Operations $ 25.9 $ (5.9) $ 220.3 $ 211.1 

Basic Net Operating Earnings Per Share 0.11 0.06 1.00 0.93 

- GAAP Basic Earnings (Loss) Per Share from Continuing Operations 0.10 (0.02) 0.81 0.78 

Basic Average Common Shares Outstanding (millions) 272.5 271.7 272.4 271.1 
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NiSource Inc. 
Segment Operating Earnings (Non-GAAP) 

Nine Months 
Ended September 30, 

Three Months 
Ended September 30, Gas Distribution Operations 

( I l l  /illlllons) 2006 2005 2006 2005 

Net Revenues 
Sales Revenues $ 467.3 $ 450.4 $3,402.3 $3,204 8 

276.9 - 267.5 2,353.3 2,166.9 
Net Revenues 190.4 182.9 1,049.0 1,037.9 

Less: Cost of gas sold - 
Operating Expenses 

Operation and maintenance 
Deoreciation and amortization 

140.6 145.1 523.4 496.0 
57.7 55.7 173.3 167.8 

Other taxes 22.9 26.1 120.9 126.6 
Total Operating Expenses 221.2 226.9 817.6 790.4 

GAAP Adjustment (0.8) (25.6) (63.0) (36.5) 
Operating Earnings (Loss) $ (30.8) $ (44.0) $ 231.4 $ 247.5 

GAAP Operating Income (Loss) $ (31.6) $ (69.6) $ 168.4 $ 211.0 

Three Months Nine Months 
Ended Septembei 30, Ended September 30, Gas Transmission and Storage Operations 

(in tnillions) 2006 2005 2006 2005 

Net Revenues 

- 
- 

Transportation revenues $ 154.6 $ 141.5 $ 491.6 $ 461.2 
Storage revenues 44.2 44.4 132.4 133.6 

Total Revenues 198.0 187.7 628.8 604.3 
Less: Cost of gas sold 4.3 6.4 13.6 18.3 
Net Revenues 193.7 181.3 615.2 586.0 
Operating Expenses 

Operation and maintenance 83.1 70.2 227.2 208.3 
Depreciation and amortization 28.4 28.6 85.7 85.3 
Other taxes 12.8 12.7 41.1 42.1 

Operating Earnings $ 69.4 $ 69.8 $ 261.2 $ 250.3 

Other revenues (0.8) 1.8 4.8 9.5 .- 

-- 

Total Operating Expenses 124.3 111.5 354.0 335.7 

GAAP Adjustment (0.5) (7.6) (3.0) (1.8) 
GAAP Operating Income $ 68.9 $ 62.2 $ 258.2 $ 248.5 
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NiSource Inc. 
Segment Operating Earnings (Noli-GAAP) (continued) 

T h e e  Months Nine Months 
Electric Operations Ended September 30, Ended Sepkmbei 30, 
( i l l  l1l l l l l0~1.Y)  2006 2005 2006 2005 

Net Revenues 
Sales revenues $ 383.2 $ 367.6 $ 998.1 $ 929.0 
Less. Cost of sales 143.5 142.4 372.1 33 1 .O 

Net Revenues 239.7 225.2 626.0 598.0 
Operating Expenses 

Operation and niaintenance 66.2 59.9 191.6 182.7 
Depreciation and amortization 47.3 46.9 140.3 138.6 
Other taxes 13.1 14.8 43.0 42.0 

Total Operating Expenses 126.6 121.6 374.9 363.3 
Operating Earnings $ 113.1 $ 103.6 $ 251.1 $ 234.7 

GAAP Operating Income $ 108.3 $ 110.4 $ 239.7 $ 236.8 
GAAP Ad,iustment (4.8) 6.8 (11.4) 2.1 

Nine Months Three Months 
Other Operations Ended September 30, Ended September 30, 
(ill niillions) 2006 2005 2006 2005 
Net Revenues 

Products and services revenue $ 176.3 $ 226.9 $ 694.3 $ 653.8 
Less: Cost of products purchased 162.8 210.8 664.5 625.8 

Net Revenues 13.5 16.1 29.8 28.0 
Operating Expenses 

Operation and maintenance 12.5 10.1 34.5 28.7 
Depreciation and amortization 1.8 2.7 7.5 8.1 
Other taxes (0.6) 1.2 2.8 5.4 - - ~  

Total Operating Expenses 13.7 14.0 44.8 42.2 
Operating Earnings (Loss) $ (0.2) $ 2.1 $ (15.0) $ (14.2) 

GAAP Adjustment (0.1) (2.8) (0.1) (0.2) 
GAAP Operating Loss $ (0.3) $ (0.7) $ (15.1) $ (14.4) 

Three Months Nine Months 
Corporate Ended September 30, Ended Septembei 30, 
(111 lllllllolls) 2006 2005 2006 2005 

Operating Earnings Loss $ (8.7) $ (3.5) $ (14.4) $ (10.1) 

GAAP Adjustment (0.2) (6.3) (1.2) (2 1 .8) 
GAAP Operating Loss $ (8.9) $ (9.8) $ (15.6) $ (31.9) 
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NiSource Inc. 
Segment Volumes and Statistical Data 

Nine Months Three Months 
Ended Septeinbei 30, Ended Septeinbei 30, 

Gas Distribution Operations 2006 - 2005 2006 2005 

Sales and Transportation (MMDth) 
Residential 15.6 16.1 162.5 196.2 
Commercial 20.0 17.6 114.3 124.3 
Industrial 91.1 84.8 272.5 281.9 
Off System 11.3 1.3 41.2 17.6 
Otlier- 0.1 0.1 0.6 0.6 ~ - - ~  - 

Total - 138.1 - 119.9 591.1 620.6 - 
Weather Adjustment (0.4) 1.4 37.3 (2.7) __ 
Sales and Transportation Volumes - Excluding Weather 137.7 121.3 628.4 617.9 

Heating Degree Days 
Normal Heating Degree Days 
O h  Colder (Warmer) than Normal 

Customers 
Residential 
Commercial 
Industrial 

69 21 2,752 .3,180 
58 58 3,165 3,168 
19% (64%) (13%) 0% 

2,983,908 2,988,934 
276,058 285,449 

7,849 8,424 

Three Months Nine Months 
Ended September 30, Ended Septenibci 30, 

Gas Transmission and Storage Operations 2006 2005 2006 2005 

Throughput (MMDth) 
Columbia Transmission 

Columbia Gulf 
Market Area 170.5 144.1 669.0 708.2 

Mainline 108.1 120.4 397.7 402.1 
Shoi”cliau1 36.4 27. I 83.8 68.7 

Crossroads Gas Pipeline 8.4 9.5 28.4 31.5 
Granite State Pipeline 3.0 3.2 19.1 22.8 

Columbia Pipeline Deep Water 1.6 2.7 6.7 9.4 

Intrasegment e1inlinations”- (90.7) (1 10.4) (369.4) (3 90.6) 
Total 237.3 196.6 835.3 852.1 -- 
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NiSource Inc. 
Segment Volumes and Statistical Data (continued) 

Three Months Nine Montlis 
Ended September 30, Ended September 30, 

Electric Operations 2006 2005 2006 2005 
Sales (Gigawatt Hours) 

Residential 
Cornniercial 
Industrial 
Wholesale 

1,058.0 1,197.9 2,541.1 2,732.9 
1,077.5 1,082.4 2,921.0 2,964.7 

6,753.6 2,359.8 2,240.1 7,180.7 
260.4 336.5 608.4 693.6 

Other 38.5 34.3 78.9 82.8 
Total 4,794.2 4,89 1.2 13,330.1 13,227.6 
Weather Adjustment 65.1 (82.5) 141.6 (152.4) 
Sales Volumes - Excluding Weather impacts 4,859.3 4,808.7 13,47 1.7 13,075.2 

Cooling Degree Days 
Normal Cooling Degree Days 
% Warmer (Colder) than Normal 

Electric Customers 
Residential 
Commercial 
Industrial 
Wholesale 

524 655 714 93 5 
576 576 803 803 

(9%) 14% (11%) 16% 

3 9 6,O 7 2 393,382 
51,791 50,922 
2,520 2,512 

7 12 
Othei 760 767 

Total 451,150 447,595 
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NiSource Inc. 
Schedule 1 - Reconciliation of Net Operating Earnings to GAAP 

Three Months Nine Months 
Ended September 30, Ended September 30, 

(112 niiLhom, except per shale amounts) 2006 2005 2006 2005 
Net Operating Earnings from Continuing Operations $ 29.5 $ 16.4 8 271.5 $ 251.7 
Items excluded from operating earnings: 

Weather - compared to normal 
Gas costs and other changes 
Third party buyout of bankruptcy claim 

Net Revenues: 

Operating Expenses: 

initiative) 
Restructuring, transition and consulting charges (outsourcing 

Insurance recoveries, legal and reserve changes 
Asset iinpairnient 
Gain (Loss) on sales of assets 

3.3 
- 
__ 

(49.0) 
5.3 

(62.1) 
- 
___ 

(1 1.8) 
- 

(5.8) 
1 .o 

17.8 
1.2 
8.9 

(70.9) 

(2 1.8) 
I .4 

(2.9) 

8.1 - 4.9 Property and sales tax adjustments - 
Total items excluded from operating earnings (6.4) (35.5) (78.7) (58.2) 
Loss on early redemption of preferred stock __ ___ (0.7) __ 

Tax effect of above items and other income tax adjustments 2.8 13.2 28.2 17.6 

Reported Income (Loss) from Continuing Operations - GAAP $ 25.9 $ (5.9) $ 220.3 $ 211.1 

----. 
Basic Average Common Shares Outstanding (millions) 272.5 27 1.7 272.4 271.1 

Basic Net Operating Earnings Per Share ($) 0.11 - 0.06 1.00 0.93 
Items excluded from operating earnings (after-tax) (0.01) (0.08) (0.19) (0.15) 
GAAP Basic Earnings Per Share 0.10 (0.02) 0.81 0.78 

1s 
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NiSource Inc. 
Schedule 2 - Quarterly Adjustments by Segment from Operating Earnings to GAAP 

For Quarter ended September 30, 2006 

2006 (in millions) 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) (30.8) 69.4 113.1 (0.2) (8.7) $ 142.8 

Net Revenues: 
Weather (compared to normal) 
Total Impact - Net Reveiiiies 

$ 0.7 $-. ___ $ (4.5) $ -  $ 7  $ (3.8) 
(3.8) ___ __ (4.5) 0.7 __ 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 
Expenses- 

- charges (outsourcing initiative) (1.4) (0.5) (0.3) (0.2) (2.4) 

(0.1) - (0.2) - - L,oss on Sale of Assets (0.1) 
Total Impact - Operating Expenses (1.5) (0.5) (0.3) (0.1) (0.2) (2.6) 

Total Inipact - Operating Income 
(Z~OSS) $ (0.8) $ (0.5) $ (4.8) $ (0.1) $ (0.2) $ (6.4) 

Operating Income (Loss) - GAAP $ (31.6) $ 68.9 $ 108.3 $ (0.3) $ (8.9) $ 136.4 

2005 (in millions) - 
Gas Transmission 

Total -___ Distribution and Storage Electric Other Corporate 

Operating Earnings (Loss) (44.0) 69.8 103.6 2.1 (3.5) $ 128.0 

Net Revenues: 
Weather (compared to normal) $ (2.3) $ - $ 5.6 $ -  $ - -  $ 3.3 
Total Impact - Net Revenues 3.3 __ 5.6 __ __ (2.3) 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 

Insurance recoveries, legal and other 

Expenses- 

charges (outsourcing initiative) (29.9) (8.5) (5.0) (0.9) (4.7) (49.0) 

reserves 5.3 0.9 2.6 (1.9) (1 “6) 5.3 

4.9 __ - Property and sales tax adjustment 1.3 3.6 
Total Impact - Operating Expeiises (23.3) (7.6) 1.2 (2.8) (6.3) (38.8) 

Total Ittipact - Operatirig Iticonie 
_. 

(Z,oss) $ (25.6) $ (7.6) $ 6.8 $ (2.8) $ (6.3) $ (35.5) 

Operating Income (Loss) - GAAP $ (69.6) $ 62.2 $ 110.4 $ (0.7) $ (9.8) $ 92.5 

16 
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NiSource Inc. 
Schedule 2 - Year-to-Date Segment Adjustments from Operating Earnings to GAAP 

For Nine Months ended September 30, 2006 

2006 (in millions) -. 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 231.4 261.2 251.1 (1 5.0) (1 4.4) $ 714.3 

Net Revenues: 
Weather (compared to noimal) - $ (52.5) $ __ $ (9.6) $ - -  $ -  $ (62.1) 
Total Impact - Net Reveriues (52.5) - (9.6) __ __ (62.1) 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 
Expenses- 

charges (outsourcing initiative) (8.2) (1 “4) (1.4) (0.1) (0.7) (1 1.8) 

Asset Impairnient (2.6) (1.1) (0.4) (1 4 (0.5) (5.8) 

1.0 Gain on Sale of Assets 
Total Inipact - Operating Expenses (10.5) (3.0) (1.8) (0.1) (1 4 (1 6.6) 

Total Impact - Opernting Imorrte 

- 1.2 0.3 (0.5) - - 

- 

(Loss) - $ (63.0) $ (3.0) $ (11.4) $ (0.1) $ (1.2) $ (78.7) 

Operating Income (Loss) - GAAP $ 168.4 $ 258.2 $ 239.7 $ (15.1) $ (15.6) $ 635.6 

2005 (in millions) 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 247.5 250.3 234.7 (1 4.2) (10.1) $ 708.2 

Net Revenues: 
Weather (compared to normal) $ 7.4 $ __ $ 10.4 $ - -  $ - -  $ 17.8 

1.2 
8.9 

- 27.9 

_. - 
___ - 

(1.3) Gas costs and other changes 2.5 __ 
Third party buyout of bankruptcy claim I__ 8.9 - 
Total Intpact - Net Reveiiiies 9.9 8.9 9.1 __ 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 

Insurance recoveries, legal and other 

Expenses- 

charges (outsourcing initiative) (4 1.3) (11.2) (6.8) (1.2) (1 0.4) (70.9) 

reserves (0.4) 0.5 (2.9) 0.4 (0.5) (2.9) 

- __ (10.9) (2 1.8) Asset Impairnient (10.9) __ 

1.4 - Gain on Sale of Assets 0.4 0.4 0.6 - 

8.1 - ___ 2.3 ___ Property and Sales tax adjustments 
Total Itripact - Operating Expenses (46.4) (10.7) (7.0) (0.2) (21.8) (86.1) 

5.8 

Total Ivtpnct - Operating Income 
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(Z,oss) $ (36.5) $ (1.8) $ 2.1 $ (0.2) $ (21.8) $ (58.2) 

Operating Income (Loss) - GAAP $ 211.0 $ 248.5 $ 236.8 $ (14.4) $ (31.9) $ 650.0 

17 
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NiSource Inc. 
Income Statement (GAAP) 

( unaudited) 

T h e e  Months Nine Months 
Ended September 30, Ended Septembei 30, 

(111 niillior1s. except pel shale amounts ) 2006 2005 2006 2005 

Net Revenues 
Gas Distribution $ 392.9 $ 380.8 $2,996.4 $2,868 4 
Gas Transportation and Storage 202.7 179.1 743.8 ‘12 1 .o 
Electric 377.4 381.9 985.0 946.6 
Other 183.5 222.3 715.6 666.2 -. 
Gross Revenues 1,156.5 1,164.1 5,440.8 5,202 2 
Cost of Sales (excluding depreciation and amortization) 525.0 557.0 3,187.1 2,928.9 

Total Net Revenues 631.5 607.1 2,253.7 2,273.3 
Operating Expenses 

Operation and maintenance 309.8 326.8 989.2 980.9 
Depreciation and amortization 136.5 135.9 41 1.4 406.9 

- 4.8 20.4 
Other taxes 49.1 51.9 212.7 215.1 

Total Operating Expenses 495.1 5 14.6 1,618.1 1,623.3 
Operating Income 136.4 92.5 635.6 650.0 
Other Income (Deductions) 

Inipaimment and (gain) loss on sale of assets (0.3) 

Interest expense, net (96.2) (1 06.5) (284.9) (3  12.0) 
Dividend requirements on preferred stock of subsidiaries - (1.0) (1.1) (3.2) 
Other, net (0.8) 
Loss on redemption of prefeiiecJ stock 

6.4 
__ 

3.3 (6.9) 
__ (0.7) - .-.. 

Total Other Income (Deductions) ..- (97.0) (1 04.2) (2 93.6) (308.8) 
Income (Loss) From Continuing Operations Before Income Taxes 39.4 (11.7) 342.0 34 1.2 
Income Taxes 13.5 (5.8) 121.7 130.1 

21 1.1 Income (Loss) from Continuing Operations __ .- 25.9 (5.9) 220.3 
Loss from Discontinued Operations - net of taxes (0.3) (6.2) (1.4) (20.4) 
Gain on Disposition of Discontinued Operations - net of taxes 0.2 5.3 0.4 47.8 

Net Income (Loss) $ 25.8 $ (6.8) $ 219.7 $ 238.5 

I_ 

- 0.4 - Change in Accounting - net of taxes - 

Basic Earnings (Loss) Per Share ($) 
Continuing operations 0.10 (0.02) 0.81 0.78 

- (0.01) - 0.10 Discontinued operations - 
Basic Earnings (Loss) Per Share --- 0.10 (0.03) 0.81 0 . 8 8  

Diluted Earnings (Loss) Per Share ($) 
Continuing operations 0.10 (0.02) 0.81 0 77 
Discontinued ope1 ations __ (0.01) - 0.10 

Diluted Earnings (Loss) Per Share 0.10 (0.03). 0.81 0.87 

-- 
Dividends Declared Per Common Share (6 - 0.23 0.23 0.69 0.69 

Basic Average Common Shares Outstanding (millions) 272.5 27 1.7 272.4 271.1 
Diluted Average Common Shares (millions) 273.3 273.7 273.2 272.9 

18 
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NiSource Inc. 
Consolidated Balance Sheets 

( zinnudited ) 

September 30, December 3 1, 
(111 tIlllllorls) 2006 2005 

ASSETS 
Property, Plant and Equipment 

IJtility Plant $ 16,987.2 $ 16,684.4 
Accumulated depieciation and amortization (7,788.4) (735 6.8) 

9,127.6 Net utility plant -- 9,198.8 
Other piopeity, at cost, less accumulated depreciation 352.8 426.7 

_-I_- 

Net Property, Plant and Equipment 9,551.6 9,554.3 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 46.8 34.6 
Unconsolidated affiliates 70.9 75 0 
Othei investments 118.2 114.2 

Total Investments 235.9 223.8 

Current Assets 
Cash and cash equivalents 22.8 69.4 
Restricted cash 203.0 33.9 
Accounts receivable (less reserve of $48.1 and $67.9, respectively) 478.3 1,254.6 
Gas inventory 682.8 526.9 
Underrecovered gas and fuel costs 70.0 421.8 
Materials and supplies, at average cost 85.3 72.0 
Electric production fuel, at average cost 53.2 24.9 
Price risk management assets 200.3 183.1 
Exchange gas receivable 366.3 169.8 
Regulatory assets 290.5 195.0 
Prepayments and other 70.3 109.3 

Total Current Assets 2,522.8 3,060.7 

Other Assets 
Price risk management assets 73.1 192.9 
Regulatory assets 590.1 586.3 
Goodwill 3,677.3 3,6 77 3 
Intangible assets 477.9 495.8 
Deferred charges and other - 188.0 167.4 

Total Other Assets 5,006.4 5,119.7 
Total Assets $ 17,316.7 $ 17,958.5 

19 

http://ir.nisource.com/EdgarDetail.cf~?CompariyID=NI&CIK=l I 1 17 1 1 &FID=950134-06-20249&SID=. .. 3/30/2007 



NISOURCE INC/DE (Fom: 8-K, Received: 11/02/2006 07:01:46) Page 26 of 29 

NiSource Inc. 
Consolidated Balance Sheets (continued) 

(unaudited ) 

September 30, December 31, 
2006 2005 - ~ - ~  (in iiiillioiis, except share moui i ts )  

CAPITALIZATION AND LIABILITIES 
Capitalization 
Common stock equity 

Common stock - $0.01 par value, 400,000,000 shares authorized; 272,8993 16 and 272,622,905 shares 
issued and outstanding, respectively $ 2.7 $ 2.7 

Additional paid-in-capital 3,979.7 3,969.4 
Retained earnings 950.4 98 1.6 
Accumulated other comprehensive loss (106.3) (5.6) 
Tieasury stock (21.1) (15.1) 

Total conmon stock equity 4,805.4 4,933.0 

Long-teim debt, excluding amounts due within one year .~ 5,173.4 5,271.2 
Total Capitalization 9,978.8 10,285.3 

Preferred stocks-Series without inandatoiy redemption provisions _. 81.1 

Current Liabilities 
Current portion of long-term debt 461.8 440.7 
Short-term bomowings 861.0 898.0 
Accounts payable 461.0 866 7 

Custoniei deposits 104.9 101.9 
Taxes acciued 137.2 217.5 
Interest acciued 111.5 86.2 
Overrecovered gas and fuel costs 144.4 2.5.8 
Price risk nianagenient liabilities 242.1 72.3 
Exchange gas payable 465.1 425.2 
Deferred revenue 43.6 51.3 
Regulatory liabilities 42.3 46.3 
Acciued liability for postretirement and postemployment benefits 59.4 61.1 
Othei accruals 391.3 549.1 

Total Cuiient Liabilities 3,588.4 3,843.2 

Dividends declared on common and preferred stocks 62.8 1.1 

Other Liabilities and Deferred Credits 
Price risk nianagenient liabilities 
Deferred income taxes 
Deferred investment tax credits 
Deferred credits 
Deferred revenue 
Acciued liability for postretirement and postemployment benefits 
Liabilities of discontinued operations and liabilities held for sale 
Regulatory liabilities and other renioval costs 
Asset retirement obligations 

40.0 
1,485.1 

63.7 
89.8 
32.2 

475.4 
9.9 

1,250.5 
125.3 

22.2 
1,591 "9 

69.9 
81.1 
60.4 

51 1.0 

1,196.2 
119.8 

- 

Other iioncun-ent liabilities 177.6 177.5 
Total Other Liabilities and Deferred Credits 3,749.5 3,830.0 ~ 

__ Total Capitalization and Liabilities $ 17,316.7 $ 17,958.5 
Commitments and Contingencies - - 

20 
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NiSource Inc. 
Other Information 

( uiznudited ) 

September 30, December 3 I ,  
( i n  inilliom, except share aiiioiiiits) .- 2006 2005 

Total Common Stock Equity 

Shares Outstaliding (thousands) 

$ 4,805.4 $ 

272,900 

4,933.0 

272,623 

Book Value of Common Shares $ 17.61 $ 18.09 
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NiSource Inc. 
Statements of Consolidated Cash Flow 

( uiiatidited ) 

Nine Months Ended Septembei 30, (in nidhris) 2006 2005 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash from continuing operations: 

L,oss on early redemption of prefeil-ed stock 
Depreciation and amortization 
Net changes in price risk management assets and liabilities 
Deferred income taxes and investment tax credits 
Deferred revenue 
Stock Compensation expense 
Gain on sale of assets 
Loss on impairment of assets 
Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates 
Gain on sale of discontinued operations 
L,oss from discontinued operations 
Amortization of discount/premiurn on debt 
AFUDC 

Accounts receivable 
Inventories 
Accounts payable 
Customer deposits 
Taxes accrued 
Interest accrued 
(Under) Overrecovered gas and fuel costs 
Exchange gas receivable/payable 
Other accruals 
Prepayments and other current assets 
Regulatory assets/liabilities 
Postretirement and postemployment benefits 
Deferred credits 
Deferred charges and other noncurrent assets 
Other noncurrent liabilities 

Changes in assets and liabilities: 

$ 219.7 $ 238.5 

0.7 
411.4 

50.4 
(129.4) 

(36.0) 
4.4 

5.9 
(1.1) 

(0.4) 
(3.3) 
(0.4) 
1.4 
5.8 

(7.4) 

- 
406.9 
(85.7) 
(56.8) 
(11.6) 

6.6 

21.8 
(1.4) 

(3.5) 
- 

(47.8) 
20.4 
14.6 
( 1  3 )  

785.1 423.8 
(1 89.7) (212 6) 
(397.9) (97.2) 

3.0 2.7 

25.3 62.9 
470.4 64.7 

(94.8) (7.7) 

(1 59.7) (22.0) 
(67.9) (0.8) 
38.8 16.3 

(62.0) (1 7.5) 
(1.5) 41.6 

(12.7) (5.7) 
2.7 l3"2 

(0.2) 11.9 
Net Operating Activities from Coiitiriuing Operations 860.6 774.3 
Net Operating Activities from or (used for) Discontinued Operations 
Net Cash Flows from Operating Activities 865.3 756.9 

4.7 (1 7.4) 

Investing Activities 
Capital expenditures 
Proceeds from disposition of assets 
Restricted cash 

(398.3) (406.9) 
17.2 7.4 

(174.7') 133.7 
Other investing activities -- (4.6) (14.6) 

Net Cash Flows used for Investing Activities (560.4) (280.4) 
Financing Activities 

Issuance of long-term debt - 1,000.0 
Retirement of long-term debt (43.8) (1 15.9) 
Change in short-term debt (37.0) (3 07.6) 
Retirement of preferred stock (81.1) ___ 
Issuance of c o m o n  stock 5.6 39.3 
Acquisition of treasury stock (6.0) (1.7) 
Dividends paid - coInnion stock (189.2) (1 87.6) 

Net Cash Flows (used for) or from Financing Activities (351.5) 426.5 
Increase (Decrease) in cash and cash equivalents (46.6) 903 .0 
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Cash and cash equivalents at beginning of year 69.4 29.5 
Cash and cash equivalents at end of period $ 22.8 !$ 932.5 

Supplemental Disclosures of Cash Flow Information 
Cash paid for interest $ 261.2 !$ 240.0 
Interest capitalized 7.4 I .3 
Cash paid for income taxes 245.1 97.4 
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Delaware 
(State or Other 
Jurisdiction of 
Incorporation) 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

CURRENT REPORT 
PURSUANT TO SECTION 13 OR 15(d) OF THE 

SECIJRITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): September 25,2006 

NISOURCE INC. 
(Exact Name of Registrant as Specified in Charter) 

001-161 89 
(Commission File 

Number) 

35-2 108964 
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Identification No.) 

801 East 86th Avenue, 
Me~~illville, Indiana 464 10 
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the following provisions: 
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(877) 647-5990 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 
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 ITEM^ 7.01. REGULATION FD DISCLOSURE 

On September 26, 2006, Bob Skaggs, the Company's President and CEO, will be making a presentation at the Merrill Lynch Global Power and 
Gas Leaders Conference. Attached as Exhibit 99.1 to this Report on Form 8-K is a copy of the materials to be used by Mr. Slcaggs as part of his 
presentation. Investors may access a webcast of Mr. Skaggs's presentation, as well as a copy of the attached exhibit at the Company's website 
(www.nisource.com). 

The attached presentation includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, 
and Section 2 1E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or 
current expectations of NiSource and its management. Although NiSaurce believes that its expectations are based on reasonable assumptions, it 
can give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially from those indicated by such 
forward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy coinniodities; 
growth opportunities for NiSource's businesses; increased competition in deregulated energy markets; the success of regulatory and 
conunercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource's outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and commodity market conditions; and counter-party credit risk. 

NiSource does not have, and expressly disclaims, any obligation to release publicly any updates or any changes in NiSource's expectations or 
any changes in events, conditions or circunistances on which any forward-looking statement is based. 

ITEM 9.01 I FINANCIAL STATEMXNTS AND EXHIBITS 

(c) Exhibits 

Exhibit 
Number Description 

99.1 Information to be presented at the Merrill Lynch Global Power and Gas Leaders Conference on September 26,2006. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: September 25, 2006 By : Is/ Jeffrey W. Grossman 
Jefkey W. Grossman 

Vice President and Controller 
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E-XHIBIT INDEX 

Exhibit 
Number Description 

99.1 Information to be presented at the Menill Lynch Global Power and Gas Leaders Conference on September 26, 2006. 
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Forward-Looking Statement 

This presentation includes forward-loo king statements within the meaning of Section 
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities 
Exchange Act of '1934, as amended. Those statements include statements regarding 
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BalancedlLow Risk Portfolio 
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2006 Performance 
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Solid First Half 
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Gas Transmission & Storage Expansion and 
Commercial Growth 
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GT&S Expansion and Commercial Growth 
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Regulatory and Commercial Initiatives 

Optimization and Logistics Growth 
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Financial Management 

Q Refinanced $2.4 Billion in Long-Term Debt in 2005 
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Process and Expense Manag~ment 

IBM Providing Business Process and Support 
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Creating Shareholder Value 

Whiting Clean Energy 
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NiSource Today 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

F O M  10-Q 
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended June 30,2006 

or 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 1S(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 001-16189- 

NiSource Inc. 
(Exact name of registrant as specified in its charter) 

35-2 108964 
-I 

Delaware 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

-- 

801 East 86th Avenue 

(Address of principal executive offices) 
46410 

(Zip Code) 
Merrillville, Indiana .- 

(877) 647-5990 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 1S(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 
Y e s a  No113 

Indicate by check mark whether the registrant is a large accelerated filer, an acceIerated filer, or a non-accelerated filer, 
L a g e  accelerated filer Accelerated filer Non-accelerated filer 113 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
Y e s 0  N o m  

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable date: Common Stock, 
$0.01 Par Value: 272,799,710 shares outstanding at July 31, 2006. 
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DEFINEDTERMS 

The following is a list of frequently used abbreviations or acronyms that are found in this report: 

NiSource Subsidiaries and Affiliates 
Bay State 
Capital Markets 
CER 
CNR 
Columbia 
Columbia Atlantic Trading 
Columbia Deep Water 
Columbia Energy Services 
Columbia Gulf 
Columbia of Kentucky 
Columbia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia Transmission 
CORC 
Crossroads Pipeline 
Granite State Gas 
Hardy Storage 
It okomo Gas 
Lake Erie L.and 
Millennium 
NDC Douglas Properties 
NiSource 
NiSource Corporate Services 
NiSource Development Company 
NiSource Finance 
Northein Indiana 
Northern Indiana Fuel and Light 
Northern Utilities 
NRC 
PEI 
TPC 
Transconi 
Whiting Clean Energy 
Whiting Leasing 

Abbreviations 
APB No. 25 

ARP 
BBA 
Bcf 
Board 
BP 
CAIR 
Day 1 

Day 2 

Bay State Gas Company 
NiSource Capital Markets, Inc. 
Columbia Energy Resources, Inc. 
Columbia Natural Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Columbia Deep Water Service Company 
Columbia Energy Services Corporation 
Columbia Gulf Transmission Company 
Columbia Gas of Kentucky, Inc. 
Columbia Gas of Maryland, Inc. 
Columbia Gas of Ohio, Inc. 
Columbia Gas of Pennsylvania, Inc. 
Columbia Gas o f  Virginia, Inc. 
Columbia Gas Transmission Corporation 
Columbia of Ohio Receivables Corporation 
Crossroads Pipeline Company 
Granite State Gas Transmission, Inc. 
Hardy Storage Company, L,.L.C. 
Kokonio Gas and Fuel Company 
Lake Erie L.and Company 
Millennium Pipeline Company, L,.P. 
NDC Douglas Properties, Inc. 
NiSource Inc. 
NiSource Corporate Services Company 
NiSource Development Company, Inc. 
Nisource Finance Corp. 
Northern Indiana Public Service Company 
Northern Indiana Fuel and Light Company 
Northern Utilities, Inc. 
NIPSCO Receivables Corporation 
PEI Holdings, Inc. 
Energ yU S A -TP C Corp . 
Columbia Transmission Communications Corporation 
Whiting Clean Energy, Iiic. 
Whiting Leasing L,LC 

Accounting Principles Board Opinion No. 2.5, “Accounting for Stock Issued to 
Employees” 
Alternative Regulatory Plan 
British Banker Association 
Billion cubic feet 
Board of Directors 
BP Amoco p.1.c. 
Clean Air Interstate Rule 
Began October 1,2003 and refers to Northern Indiana turning over operational control 
of the interchange facilities and its own traiismission assets like many other Midwestem 
electric utilities to MISO 
Began April 1,200.5 and refers to the operational control of the energy markets by 
MISO, including the dispatching of wholesale electricity and transmission service, 
managing transmission constraints, and managing the day-ahead, real-time and financial 
transmission rights markets 
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DEFINED TERMS (continued) 

DOT 
ECR 
ECRM 
ECT 
EER 
EERM 
Empire 
EPA 
EPS 
FAC 
FASB 
FERC 
FIN 47 
FIN 48 

FTRs 
GCA 
GCIM 

IBM 
IDEM 
IURC 
Jupiter 
L,DCs 
LIBOR 
Massachusetts DTE 
MIS0 
Mitchell Station 
MMDth 

NAAQS 
NOx 
NYDOS 
NYMEX 
OUCC 
Piedmont 
PCB 
PIP 
PPS 
PRB 
Private Power 
PUCO 
SEC 
SFAS 
SFAS No. 7 1 

gwh 

l l lW 

SFAS No. 87 

SFAS No. 88 

SFAS No. 106 

SFAS No. 123 

United States Department of Transportation 
Environmental Cost Recovery 
Environmental Cost Recovery Mechanism 
Environmental cost trackei 
Environmental Expense Recovery 
Environmental Expense Recovery Mechanism 
Empire State Pipeline 
United States Environmental Protection Agency 
Earnings per share 
Fuel adjustment clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Cornniission 
FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” 
FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes,” an 
interpretation of SFAS No. 109 
Financial Transmission Rights 
Gas cost adjustment 
Gas Cost Incentive Mechanism 
Gigawatt hours 
International Business Machines Corp. 
Indiana Depaihnent of Environmental Management 
Indiana Utility Regulatoiy Commission 
Jupiter Aluminum Corporation 
L,ocal distribution companies 
L,ondon InterBank Offered Rate 
Massachusetts Department of Telecommunications and Energy 
Midwest Independent System Operator 
Dean H. Mitchell Generating Station 
Million dekatherms 
Megawatts 
National Ambient Air Quality Standaids 
Nitrogen oxide 
New York’s Department of State 
New Yorlc Mercantile Exchange 
Indiana Office of Utility Consumer Counselor 
Piedmont Natural Gas Company, Inc. 
Polychlorinated biphenyls 
Percentage of Income Payment Plan 
Price Protection Service 
Powder River Basin 
Private Power, LLC 
Public IJtilities Commission of Ohio 
Securities and Exchange Commission 
Statement of Financial Accounting Standards 
Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of 
Certain Types of Regulation” 
Statement of Financial Accountiiig Standards No. 87, “Employers’ Accounting foi 
Pensions” 
Statement of Financial Accounting Standards No. 88, “Employers’ Accounting for 
Settlements and Curtailinents of Defined Benefit Pension Plans and for Termination 
Benefits” 
Statement of Financial Accounting Standards No. 106, “Employers’ Accounting for 
Postretirement Benefits Other Than Pensions” 
Statement of Financial Accounting Standaids No. 123, “Share-Based Payment” 
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DEFINED TERMS (continued) 

SFAS No. 123R 
SFAS No. 132R 

SFAS No. 13.3 

SFASNo. 143 

SFAS No. 154 

SIP 
s o 2  
VaR 
VNG 
vscc 

Statement of Financial Accounting Standards No. 123R, “Share-Based Payment” 
Statement of Financial Accounting Standards No. 132R, “Employers’ Disclosures about 
Pensions and Other Postretirement Benefits - An Amendment of FASB Statements 
No. 87, 88, and 10” 
Statement of Financial Accounting Standards No. 133, “Accounting for Derivative 
Instruments and Hedging Activities,” as amended 
Statement of Financial Accounting Standards No. 143, “Accounting for Asset 
Retirement Obligations” 
Statement of Financial Accounting Standards No. 154, “Accounting Changes and Enol 
Corrections” 
State Implementation Plan 
Sulfur dioxide 
Value-at-risk and instrument sensitivity to market factors 
Virginia Natural Gas, Inc. 
Commonwealth of Virginia State Corporate Commission 

5 
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PART I 

ITEM 1 FINANCIAL STATEMENTS 

NISOURCE INC. 
Statements of Consolidated Income (unaudited) 

Three Months Six Months 
Ended June 30, Ended June 30, 

(111 tiiillions, except pel dial e amounts) 2006 2005 2006 2005 

Net Revenues 
$2,603.5 $2,487.6 Gas DisQibution $ 605.3 $ 659.3 

Gas Tiansportation and Storage 220.5 213.0 541.1 541 9 
Electric 301.9 282.1 607.6 564 7 
Othei 184.2 20 1.2 532.1 443.9 
Gross Revenues 1,311.9 1,355 6 4,284.3 4,038 1 
Cost of Sales 670.4 701.7 2,662.1 2,371.9 

Total Net Revenues 641.5 653.9 1,622.2 1,6662 
Operating Expenses 

Operation and maintenance 307.0 316.9 679.4 654 1 
Depieciation and amoitization 138.1 136 1 274.9 27 1 .O 
Impanment and loss on sale of assets 4.2 21.0 5.1 20.4 
Other taxes 60.6 60.1 163.6 163.2 

Total Opeiating Expenses 509.9 534.1 1,123.0 1,108.7 

Other Income (Deductions) 
Operating Income 131.6 119.8 499.2 557.5 

Interest expense, net (93.3) (101 5) (188.7) (205 5) 
Dividend requirements on preferred stock of subsidiaries - (1.1) (1.1) (2.2) 
Otliei. net (2.7) 3 6  (6.1) 3 1  
Loss on early redemption of prefened stock (0.7j - (0.7) - 

Total Other Income (Deductions) (96.7) (99.0)' (196.6) (204.6) 
Income From Continuing ODerations Before Income Taxes 34.9 20.8 302.6 352.9 

" 1  

Income Taxes 13.4 12.5 108.2 135.9 
Income From Continuing Operations 21.5 8.3 194.4 217.0 
L,oss from Discontinued Operations - net of taxes 
Gain on Disposition of Discontinued Operations - net of taxes 

(0.7) 
0.2 

(12.0) 
42.7 

(1.1) (14.2) 
0.2 42.5 

- 0.4 __ Change in Accounting - net of taxes - 
Net Income $ 2i .o  $ 39.0 $ 193.9 $ 245.3 

Basic Earnings Per Share ($) 
Continuing operations 0.08 0.03 0.71 0.80 

Basic Earnings Per Share 0.08 0.15 0.71 0.91 
Discontinued operations - 0.12 __. 0.1 1 

Diluted Earnings Per Share ($) 
Continuing operations 0.08 0.03 0.71 0.80 

Diluted Earnings Per Share 0.08 0.14 0.71 0.90 

Dividends Declared Per Common Share ($) 0.23 0.23 0.46 0.46 

Basic Average Common Shares Outstanding (millions) 272.4 271.2 272.4 270.8 
Diluted Average Common Shares (millions) 273.2 273.1 273.1 272.6 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 

Discontinued operations - 0.1 1 - 0.10 
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ITEM 1. FLNANCIAL STATEMENTS (continued) 

Consolidated Balance Sheets (unaudited) 
NISOURCE INC. 

June 30, December 3 I .  

ASSETS 
Property, Plant and Equipment 

Utility Plant $16,857.9 $ 16,684.4 
Accuniulated depreciation and amortization (7,710.6) (7,556.8) 
Net utility plant I- 9,147.3 9,127.6 
Othei propeity, at cost, less accumulated depreciation 354.7 426.7 

______ Net Property, Plant and Equipment -l.--l 9,502.0 9,554.3 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 57.3 34.6 
Unconsolidated affiliates 80.7 75.0 
Other investments --_I 100.1 114.2 

Total Investments 238.1 223.8 

Current Assets 
Cash and cash equivalents 
Restricted cash 
Accounts receivable (less ieserve of $69.4 and $67.9, respectively) 
Gas inventory 
Underrecovered gas and fuel costs 
Materials and supplies, at average cost 
Electric production fuel, at average cost 
Price iislc management assets 
Exchange gas receivable 
Regulatory assets 

57.9 
71.7 

472.1 
244.1 

81.2 
84.9 
48.3 

144.5 
780.6 
233.2 

69.4 
33.9 

1,254.6 
526.9 
421.8 

72.0 
24.9 

183.1 
169.8 
195.0 

Prejaynieiits and other 70.5 109.3 
Total Cument Assets -- 2,289.0 3,060.7 

Other Assets 
Price risk management assets 
Regulatory assets 
Goodwill 
Intangible assets 

107.0 
594.2 

3,677.3 
489.4 

192.9 
586.3 

3,677.3 
495.8 

Defei;.ed charges and other --"- 191.7 167.4 
Total Other Assets - 5,059.6 5,119.7 
Total Assets $17,088.7 $ 17,958.5 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1 .  FINANCIAL STATEMENTS (continued) 

NISOURCE INC. 
Consolidated Balance Sheets (unaudited) (continued) 

June 30, December 3 1, 
( / / I  iiiillioiis, escepi shore o/iioo/tis) 2006 2005 

CAPITALIZATION AND LIABILITIES 
Capitalization 
Convnon stock equity 

Comnon stock - $0.01 par value, 400,000,000 shares authorized; 272,711,758 and 272,622,905 shares 
issued and outstanding, respectively $ 2.7 $ 2.7 

Additional paid-in-capital, net of defeiTed stock compensation 3,972.8 3,969.4 
Retained earnings 987.4 98 1.6 
Accumulated other comprehensive loss and,other commo~i stock equity (91.2) (20.7) 

Total conmon stock equity 4,871.7 4,933.0 
Prefened stocks-Series without niandatoiy redemption provisions __. 81.1 
Long-term debt, excluding amounts due within one year 5,163.5 5,271.2 
Total Capitalization I 10,035.2 10,285.3 

Current Liabilities 
Current portion of long-teim debt 441.8 440.7 
Short-term borrowings 420.0 898.0 
Accounts payable 329.8 866.7 

Customer deposits 104.5 101.9 
Taxes accrued 238.8 217.5 
Interest accrued 90.1 86.2 
Overrecovered gas and fuel costs 143.2 25.8 
Price risk management liabilities 98.3 72.3 
Exchange gas payable 854.3 42.5.2 
Deferred revenue 37.9 51.3 
Regulatory liabilities 35.6 46.3 
Accrued liability for postretirement and postemployment benefits 61.0 61.1 
Other accruals 319.3 549.1 

Total Current Liabilities 3,237.4 3,843.2 

Dividends declared on common and prefened stocks 62.8 1.1 

Other Liabilities and Deferred Credits 
Price risk management liabilities 
Deferred income taxes 
Deferred investment tax credits 
Defemed credits 
Deferred revenue 
Accrued liability for postretirement and postemployment benefits 
Liabilities of discontinued operations and liabilities held for sale 
Regulatory liabilities and other removal costs 
Asset retirement obligations 

64.6 
1,497.6 

65.8 
91.3 
41.4 

505.0 
10.0 

1,237.2 
123.5 

22.2 
1,591.9 

69.9 
81.1 
60.4 

51 1.0 

1,196.2 
119.8 

Other noncuirent liabilities 179.7 177.5 
Total Other Liabilities and Deferred Credits 3,816.1 3,830.0 
Commitments and Contingencies - - 

Total Capitalization and Liabilities $17,088.7 $ 17,958.5 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1: FINANCIAL STATEMENTS (continuedl 

NISOURCE INC. 
Statements of Consolidated Cash Flows (unaudited) 

Six Months Ended June 30, (in miNioizs) 2006 2005 
Operating Activities 

Net income $ 193.9 $ 245.3 
Adjustments to reconcile net income to net cash fi-om continuing operations: 

Loss on early redemption of preferred stock 
Depreciation and amortization 274.9 27 1 .0 

Deferred income taxes and investment tax credits (108.3) (8 1.6) 
Deferred revenue (32.5) (12.4) 

0.7 - 

Net changes in price risk management assets and liabilities 16.7 (9.0) 

Stock compensation expense 3.1 4.7 
Gain on sale of assets (0.8) (1.4) 

Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates (2.4) (2.8) 

Amortization of discount/premium on debt 3.9 9.7 
Other acijustnients (4.2) (0.4) 

Loss on impaiiment of assets 5.9 21.8 
- (0.4) 

Gain on sale of discontinued operations (0.2) (42.5) 
Loss from discontinued operations 1.1 14.2 

Changes in assets and liabilities: 
Accounts receivable 793.8 405.2 
Inventories 259.6 24 1.7 
Accounts payable (547.2) (250.0) 
Customer deposits 2.5 0.5 
Taxes accrued 12.9 38.5 

(Under) Overrecovered gas and fuel costs 458.1 247.0 
Interest accrued 3.9 (0.9) 

Exchange gas receivable/payable (1 72.8) (6 1.8) 
Other accruals (155.7) (7 1.4) 
Prepayments and other current assets 37.5 5.1 

Deferred credits (7.7) (8.3) 
Deferred charges and other noncurrent assets (8.4) (3.1) 

Regulatory assetdliabilities (25.5) (27.6) 
Postretirement and postemployment benefits 1.1 15.8 

Other noncurxent liabilities 16.5 6.6 
Net Operating Activities fiom Continuing Operations 1,020.0 953.9 
Net Operating Activities from or (used for) Discontinued Operations 

Investing Activities 

0.7 (1 6.2) 
Net Cash Flows from Operating Activities 1,020.7 937.7 

Proceeds from disposition of assets 7.6 7.4 

Other investing activities 3.1 ( 1  4.9) 

Retirement of long-term debt (42.5) (81 .O) 

Retirement of preferred shares (81.1) - 

Acquisition of treasury stock (5.9) (1.6) 

Capital expenditures (267.6) (243 1) 

Restricted cash (43.5) 24.6 

Net Cash Flows used for Investing Activities (300.4) (226.0) 
Financing Activities 

Change in short-temi debt (478.0) (3 07.6) 

Issuaiice of cornion stock 2.1 32.1 

Dividends paid - common shares (126.4) (124.9) 
Net Cash Flows used for Financing Activities (731.8) (483.0) 
Increase (Decrease) in cash and cash equivalents (11.5) 228.7 
Cash and cash equivalents at beginning of year 69.4 29.5 

littp://ir.nisource.conlEdgarDetail.cfm?CompaiiyTD=NI&CIK= 1 1 1 17 1 1 &FID=950 137-06-85 5 5 &SID=O.. . 3/3 0/2007 



NISOTJRCE INC/DE (Form: 1 0-Q, Received: 08/03/2006 1 0:04:21) Page 14 of 61 

Cash and cash equivalents at end of period $ 57.9 $ 258.2 
Supplemental Disclosures of Cash Flow Information 

Cash paid for interest $ 185.1 $ 200.8 
Interest capitalized 4.2 0.4 
Cash paid for income taxes 166.0 92.8 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FINANCIAL SZATEMENTS (continued) 

Statements of Consolidated Comprehensive Income (Loss) (unaudited) 
NISOURCE INC. 

Thiee Months SIX Months 
Ended Jtine 30, Ended June 30, 

( u l  t d h o m ,  iiei ofmxes) 2006 2005 2006 2005 
Net Income $ 21.0 $ 39.0 $ 193.9 $ 24.5 3 

Net unrealized gains (losses) on cash flow hedges (14.5) (38.2) (65.5) 16.2 
Net gain (loss) on available for sale securities 1.2 (1.0) 0.9 0.5 

Total other comprehensive income (loss) (13.3) (39.2) (64.6) 16.7 

Other coniprehensive income (loss) 

Total Comprehensive Income (Loss) $ 7.7 $ (0.2) $ 129.3 $ 262.0 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FINAN.CIAL STATEMENTS (continued) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (unaudited) 

1. Basis of Accounting Presentation 

The accompanying unaudited consolidated financial statements for NiSource reflect all normal recurring adjustments that are necessary, in the 
opinion of management, to present fairly the results of operations in accordance with generally accepted accounting principles in the United 
States of America. 

The accompanying financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in 
NiSource's Annual Report on Form 10-K for the fiscal year ended December 31, 2005. Income for interim periods may not be indicative of 
iesults for the calendar year due to weather variations and other factors. Certain reclassifications have been made to the 2005 financial 
statements to conforni to the 2006 presentation. 

2 .  Recent Accounting Pronouncements 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1, 2006, NiSource adopted SFAS No. 123R usiug the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
tnnsition method, NiSource's consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 2.5 for awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No, 123R. Upon adoption of SFAS 
No. 123R in the first quarter of 2006, NiSource recognized a cumulative effect of change in accounting principle of $0.4 million, net of taxes, 
which reflects the net cumulative impact of estimating future forfeitures in the determination of period expense, rather than recording 
forfeitures when they occur as previously permitted. NiSource anticipates that other than the requirement for expensing stock options, the 
outstanding share-based awards will continue to be accounted for substantially as they were prior to the adoption of SFAS No. 123R. For 2006, 
NiSource's Board has determined that it would not provide incumbent executives additional grants of options, restricted or contingent shares. 
As of June 30, 2006, the total remaining unrecognized compensation cost related to non-vested awards amounted to $20.4 nillion, which will 
be amortized over the weighted-average remaining requisite service period of 2.7 years. The following table illustrates the effect on net income 
and EPS as if NiSource had applied the fair value recognition provisions of SFAS No. 123 to stock-based employee compensation for 200.5. 

Three Months Six Months 
Ended .lune 30, Ended lune 30, 

( r t i  tiiillioi~~-, exscepi per shore n'ain) 2005 2005 
Net Income 

As reported $ 39.0 $ 24.5.3 
Add: Stock-based employee compensation expense included in 

reported net income, net of related tax effects 1.9 2.9 

L,ess: 
1.9 9.1 

Pro fonna $ 39.0 $ 239.1 

Total stock-based employee compensation expense determined 
under the fair value method for all awards, net of tax 

Earnings per share ($) 
Basic - as reported 0.15 0.91 

- pro forma 0.15 0.88 
Diluted - as reported 0.14 0.90 

- pro forrna - 0.14 0.88 
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NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15, 2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting p’inciple, and for the reporting of an error coiTection. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 154. 

FIN 48 - Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice associated 
with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this interpretation 
requires that a tax position meet a “more-likely-than-not recognition threshold” for the benefit of an uncertain tax position to be recognized in 
tlie financial statements and requires that benefit to be measured at the largest amount of benefit that is 50% likely of being realized upon 
ultimate settlement. When determining wliether a tax position meets this 50% tlvesliold, it is to be based on whether it is probable of being 
sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. NiSource is currently reviewing the 
provisions of FIN 48 to determine the impact it may have on its Consolidated Financial Statenients and Notes to Consolidated Financial 
Statements. This Interpretation is effective for fiscal years beginning after December 15, 2006. 

3. Stock Options and Awards 

Effective January 1,2006, NiSource adopted SFAS No. 123R using the modified prospective transition method. SFAS No. 123R requires 
measurement of compensation cost for all stock-based awards at fair value on the date of grant and recognition of compensation over the 
service period for awards expected to vest. In accordance with the modified prospective transition method, NiSource’s Consolidated Financial 
Statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS No. 123R. Prior to the adoption of SFAS 
No. 123R, NiSource applied the intrinsic value method of APB No. 2.5 for awards granted under its stock-based conipensation plans and 
complied with the disclosure requirements of SFAS No. 123. 

NiSource currently issues long-teim incentive grants to key management employees under a long-term incentive plan approved by stockholders 
on April 13, 1994 (1994 Plan). The 1994 Plan, as amended and restated, permits the following types of grants, separately or in combination: 
nonqualified stock options, incentive stock options, restricted stock awards, stock appreciation rights, perforniance units, contingent stock 
awards and dividend equivalents payable on grants of options, performance units and Contingent stock awards. Under the plan, each option has 
a maximum term of ten years from the date of grant. NiSource has traditionally awarded stock options to employees at tlie beginning of each 
y e a  that vested one year from the date of grant. For stock options granted during January 2005, NiSource awarded stock options that vested 
immediately, but included a one-year exercise restriction. Stock appreciation rights may be granted only in tandem with stock options on a one- 
for-one basis and are payable in cash, common stock, or a combination thereof. In addition, NiSource currently has non-qualified option grants 
outstanding and vested which were granted under a 1988 long-term incentive plan. 

At the annual meeting of stockholders held on May 10,2005, NiSource’s stockholders approved proposed amendments to the 1994 Plan. The 
amendments (i) increased the maximum number of shares of NiSource common stock that may be subject to awards from 2 1 million to 
43 million and (ii) extended the period during which awards could be granted to May 10,2015 and extended the term of the plan until all the 
awards have been satisfied by either issuance of stock or the payment of cash. At June 30, 2006, there were 26,105,574 shares reserved for 
future awards under the amended and restated 1994 Plan. 

NiSource has granted restricted stock awards, which are restricted as to transfer and are subject to forfeihire for specific periods from the date 
of grant arid will vest over periods from one year or more. If a participant’s employment is terminated prior to vesting other than by reason of 
death, disability or retirement, restricted shares are forfeited. However, awards may vest upon death, disability, or upon a change of con&ol or 
retirement. There were 10,000 restricted shares outstanding at June 30, 2006, which were not a pait of the time accelerated restricted stock 
award plan described below. 
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NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

NiSource awarded restricted shares and restricted stock units that contain provisions for time-accelerated vesting to key executives under the 
1994 Plan. Most of these awards were issued in January 2003 and January 2004. These awards of restricted stock or restricted stock units 
generally vest over a period of six years or, in the case of restricted stock units at age 62 if an employee would become age 62 within six years, 
but not less than three years. If certain predetermined criteria involving measures of total shareholder return are met, as measured at the end of 
the third year after the grant date, the awards vest at the end of the third year. At June 30, 2006, NiSource had 824,495 awards outstanding 
which contain the time-accelerated provisions. The total shareholder return measures established for the 2003 awards were not met as of 
December 3 1, 2005, therefore these grants will not have an accelerated vesting period. The measures for the 2004 awards were not met as of 
June 30, 2006, therefore these grants will not have an accelerated vesting period. 

For 2006, NiSource’s Board has determined that it would not provide incumbent executives additional grants of options, restricted or 
contingent shares. 

The Amended and Restated Non-employee Director Stock Incentive Plan, which was approved by the Board and stockholdeis at the 2003 
annual meeting, provides for the issuance of up to 500,000 shares of common stock to non-employee directors. The Plan provides for awards of 
cormnon stock, which vest in 20% increments per year, with full vesting after five years. The Plan permits the granting of restricted stock units 
and allows for the award of nonqualified stock options, subject to immediate vesting in the event of the director’s death or disability, or a 
change in control of NiSource. If a director’s service on the Board is terminated for any reason other than retirement at or after age 70, death or 
disability, any shares of common stock not vested as of the date of termination are forfeited. As of June 30, 2006, 89,860 restricted shares and 
104,303 restricted stock units had been issued under the Plan. 

Option grants are granted with an exercise price equal to the average of the high and low market price on the day of the grant. Stock option 
transactions foi, the first half of 2006 were as foIlows: 

Wcighted Average 
Options Optiori Price (9;) 

Outstanding at January 1,2006 9,948,383 22.59 
Granted - NJA 
Exercised (84,90 8) 19.84 
Cancelled (58’7,180) 23.60 

Outstanding at June 30,2006 9,276,295 22.55 
Exercisable at June 30,2006 9,276,295 22.55 

The following table summarizes information on stock options outstanding and exercisable at June 30, 2006: 

Range of Exercise 

Options Outstanding Options Exercisable 
Weighted Average Weighted Average Weighted Average 

Number Exercise Price Reniaiiiing Contractual N timber Exercise Price 
Life in Years Exercisable Per Share (9;) PriccsPer Siiare ($1 Outstanding Per Share ($) 

17.53 - 20.45 I ,44 1,793 19.57 5.6 I ,44 1,793 19.57 
20.46 - 23.38 
23.39 - 26.30 

5,709,566 22.09 
1,788,186 2.5.19 

6.9 5,709,566 22.09 
4.0 1,788,186 25.19 

26.31 - 29.22 336,750 29.22 1.9 336,750 29.22 
9,276,295 22.55 6.0 9,276,295 22.55 
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ITEM 1 FINANCIAL STATEMENTS (continued) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

There were no stock appreciation rights outstanding at June 30,2006. 

No options were granted during the six months ended June 30, 2006. The fair value of each option granted during the six months ended 
June 30, 2005 was estimated on the date of grant using the Black-Scholes option-pricing model with a dividend yield of 4.1%. The weighted 
average fair value of the options granted during the six months ended June 30, 2005 was $3.34. The following assumptions were used: 

June 30, ZOOS 

Expected L,ife (yrs.) 4.2 
Interest Rate 3.5 - 3.6% 
Volatility 22.6% 

NiSource recognized conipensation cost of $3.1 million and $4.7 million in the first six months of 2006 and 2005, respectively, as well as 
related tax benefits of $1.1 million and $1.8 million, respectively. There were no modifications to awards as a result of the adoption of SFAS 
123R. 

As of June 30, 2006, the total remaining unrecognized compensation cost related to non-vested awards amounted to $20.4 million, which will 
be amortized over the weighted-average remaining requisite service period of 2.7 years. 

4. Income Taxes 

NiSource’s interim effective tax rates reflect the estimated annual effective tax rate for 2006 and 2005, respectively, adjusted for tax expense 
associated with certain discrete items. “he effective tax rates for the quarter and six months ended June 30, 2006 were 38.4% and 35.8%, 
respectively. The effective tax rates differ from the federal tax rate of 35% primarily due to the effects of tax credits, state income taxes, utility 
rate-making, and other permanent book/tax differences such as the electric production tax deduction provided under Internal Revenue Code 
Section 199. 

5. Earnings Per Share 

Basic EPS is computed by dividing income available to common stockholders by the weighted-average number of shares of common stock 
outstanding for the period. The weighted average shares outstanding for diluted EPS include the incremental effects of the various long-term 
inceiitive compensation plans. The numerator in calculating both basic and diluted EPS for each period is reported net income. The 
computation of diluted average common shares follows: 

Three Months Six Montlis 
Ended June 30, Ended June 30, 

( I l l  rllolisnrlrls) 2006 2005 2006 2005 
Denominator 

Basic average common shares outstanding 272,399 27 1,172 272,371 2 7 0,7 5 2 
Dilutive potential common shares 

Nonqualified stack options 81 429 63 402 
Shares contingently issuable under employee stock plans 560 884 560 884 
Shares restricted under employee stock plans 126 622 114 590 

Diluted Average Common Shares 273,166 273,107 273,108 272,628 

6. Restructuring Activities 

During the second quarter of 200.5, NiSource Corporate Services reached a definitive agreement with IBM under which IBM will provide a 
broad range of business transfoxmation and outsourcing services to NiSource. The service and outsourcing agreement is for ten years with a 
Wansition period to extend through December 31,2006. As of June 30,2006, 861 employees were terminated as a result of the agreement with 
IBM, of which 554 became employees of IBM. During the second quarter of 2006,41 employees were terminated, none of which became 
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Notes to Consolidated Financial Statements (continued) (unaudited) 

einployees of IBM. Adjustments to the restructuring liability were recorded mainly for changes in estimated expenses related to the outsourcing 
initiative. Adjustments in the estimated liability are reflected in “Operation and maintenance” expense. 

In the fourth quarter of 2005, NiSource announced a plan to reduce its executive ranks by approximately 1.5% to 20% of the top-level executive 
group. As of June 30, 2006, the employment of 9 employees terminated as a result of the executive initiative, of whom 4 and 9 were terminated 
during the quarter and six months ended June 30, 2006, respectively. In part, this reduction has come through anticipated athition and 
consolidation of basic positions. 

In previous years, NiSource implemented restructuring initiatives to streamline its operations and realize efficiencies as a result of the 
acquisition of Columbia. In 2000, these restructuring initiatives included a severance program, a voluntary early retirement program, and a 
bansition plan to implement operational efficiencies throughout the company. In 2001, NiSource’s restructuring initiatives focused on creating 
operating efficiencies in the Gas Distribution and the Electric Operations segments and included the closure of the Mitchell Station in Gay, 
Indiana. During 2002, NiSource implemented a restructuring initiative which resulted in employee terminations throughout the organization 
mainly affecting executive and other management-level employees. In connection with these earlier restmcturing initiatives, a total of 
approximately 1,600 management, professional, administrative and technical positions were identified for eliniination. As of June 30, 2006, 
1,566 employees were terminated, of whom no employees were terminated during the quarter and six months ended June 30, 2006. Of the 
$8.3 million remaining restructur,ing liability from the Columbia merger and related initiatives, $8.1 million is related to facility exit costs. 

Restructuring reserve by resmcturing initiative: 

NISOURCE INC. 

Balance at Balance at 
(iii ntillioiis) December 31,2005 Benefits Paid Ad.justinents June 30, 2006 
Outsourcing initiative $ 11.5 $ (6.5) $ (2.1) $ 2.9 
Executive initiative 2.9 (1.7) I .2 - 

8.3 
Total $ 24.5 $ (10.0) $ (2.1) $ 12.4 
Columbia merger and related initiatives 10.1 (1.8) - 

7. Discontinued Operations and Assets Held for Sale 

The assets of discontinued operations and assets held for sale included net property, plant, and equipment of $57.3 million and $34.6 million at 
June 30, 2006 and December 31,200.5, respectively. 

NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. One of these investments was disposed of in the first quarter of 2006 and four other investments will be sold or disposed of during 
2006 and 2007. An impairment loss of $2.3 million was recorded in the second quarter of 2006, due to the current book value exceeding the 
estimated fair value of these investments. NiSource has accounted for the investments to be sold, valued at $10.2 million as of June 30, 2006 
after impairment, as assets held for sale. Mortgage notes and other accrued liabilities related to these investments of $10.0 nlillion are 
accounted for as liabilities held for sale. 

NiSource Corporate Services is in the process of selling its Marble Cliff facility. An impairment loss of $2.5 million was recognized in the first 
quarter of 2006 due to the current book value exceeding the estimated fair value of the facility. NiSource has accounted for this facility, valued 
at $12.7 niillion as of June 30, 2006 after impairment, as assets held for sale. Additionally, in the second quarter of 2006 NiSource Corporate 
Services made a decision to sell a corporate aircraft with an approximate fair value of $9.6 million, which is accounted for as assets held for 
sale. An impailment loss of $0.9 million was recognized in the second quarter of 2006 based on the estimated market value of the aircraft. 

NiSource Development Company is in the process of selling its Northern Indiana headquarters facility. NiSource has accounted for this facility, 
with a net book value of $1.8 million as of June 30, 2006, as assets held for sale. 
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As pait of PEI’s sale to Private Power in 2003, NiSource retained certain obligations with respect to the fomier PEI subsidiaries. NiSource 
retained operational guarantees related to environmental compliance, inventory balances, employee relations, and a contingent obligation to 
Private Power that could be triggered if U.S. Steel Gary Works exercised a purchase option under its agreement with a former PEI subsidiary. 
At the time of the sale, NiSource allocated $0.6 million to this contingent option obligation. However, in November 2005, U.S. Steel Gary 
Works announced its intent to exercise the purchase option. As a result, in the fourth quarter of 2005, NiSource accrued an additional 
$7.4 million for the settlement of this obligation. In the second quarter of 2006, NiSource paid Private Power a sum of app1,oximately 
$8.0 million to settle this obligation. 

In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The Sand Creek Golf Club assets were 
included in assets of discontinued operations at March 3 1, 2006. In June 2006, the assets of the Sand Creek Golf Club valued at $1 1.9 million 
and additional properties, were sold to a private real estate development group. An after-tax loss of $0.2 million was recorded in June 2006. As 
a result of the June transaction with the private developer, at June 30, 2006, $4.3 million of assets, representing an estimate of fiikiie property 
to be sold during the next twelve months, are reflected as assets held for sale. 

Columbia Transmission is in the process of selling certain facilities that are non-core to the operation of the pipeline system. NiSource has 
accounted for the assets of these facilities, with a net book value of $17.7 million, as assets held for sale. Based on discussion with the potential 
buyer, NiSource does not believe that it is likely to sell certain assets formerly held by Transcom that were valued at $6.1 million. These assets 
were written down to zero in June 2005. 

Results from discontinued operations from NDC Douglas Properties low income housing investments, the golf course assets of Lake Erie Land 
and adjustments for NiSource’s former exploration and production subsidiary, CER, and water utilities are provided in the following table: 

Three Months Six Months 
Ended June 30, Ended June 30, 

(117 ~nillio~zs) 2006 2005. 2006 2005 

Revenues from Discontinued Operations $ ~ 1.8 $ 2.1 - $ 3.1 $ 3 . 8  

L,oss from discontinued operations (1.1) (18.1) (1.8) (2 1.8) 
Income tax benefit (0.4) (6.1) (0.7) (7.6) 
Net Loss from Discontinued Operations $ (0.7) $ (12.0) $ (1.1) $ (14.2) 

8. Regulatory Matters 

Gas Distribution Operations Related Matters 
Gas Distribution Operations continues to offer CHOICE @ opportunities, where customers can choose to purchase gas from a third party 
supplier, through regulatory initiatives in all of its jurisdictions. As of June 2006, approximately 678 thousand of Gas Distribution Operations’ 
residential, small commercial and industrial customers were using an alternate supplier. 

On December 17, 2003, the PUCO approved an application by Columbia of Ohio and other Ohio LDCs to establish a tracking mechanism that 
provides for recovery of current bad debt expense and for the recovery over a five-year period of previously deferred uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the deferred uncollectible accounts receivables and establishment of future bad debt 
recovery requirements in November 2004. On May 3 1,2006, the PUCO approved Columbia of Ohio’s application to increase its Uncollectible 
Expense Rider rate. This application was based on projected annual bad debt recoveiy requirements of $37.0 million. As of June 30, 2006, 
Columbia of Ohio has $41 .O million of uncollected accounts receivable pending future recovery. 
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On November 2 1, 2005, Columbia of Ohio filed an application with the PUCO, requesting authority to increase its PIP rider rate from 
$.0821/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s deferred PIP balance over a twelve-month peiiod plus 
the expected level of arrears during the succeeding twelvemonth period. On Deceniber 23, 2005, Columbia of Ohio supplemented its 
application, and as an alternative offered to extend the recovery period for its deferred balance over 36 months, with carrying costs. This filing 
provided, in the alternative, for the implementation of a revised PIP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application 
indicated that the PIP rate contained in its November 2 1, 2005 application would be billed absent express PUCO approval of the alternative 
within the 45-day review process. The PUCO took no action within the 45-day period, and on January 9, 2006, Columbia of Ohio filed revised 
tariffs to reflect the new $.6449/Mcf PIP rider rate, effective with February 2006 bills. On February 1, 2006, the PUCO issued an Entry in 
which it indicated that it had approved Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6, 2006). On 
February 28, 2006, Columbia of Ohio filed revised tariffs, reflecting the lower PIP rider rate of $.4004 /Mcf and an extension of the recovery 
period for its defemed balance over 36 months, with carrying costs, to be effective with bills rendered on and after March 2, 2006. On 
February 6, 2006, the Office of the Consumers’ Counsel filed an application for rehearing. By Enhy on Rehearing dated March 7, 2006, the 
PUCO denied the application for rehearing. On April 6, 2006, the Office of Consumers’ Counsel and other consumer groups filed a second 
application for rehearing. Columbia of Ohio filed a memorandum contra on April 17,2006. By Entry on Rehearing dated May 3, 2006, the 
PUCO denied consumer groups’ second applications for rehearing. 

On November 2, 2005, Colunibia of Virginia filed an Application with the VSCC for approval of a performance based rate-making 
methodology (“PBR Plan”), which would freeze non-gas cost rates at their current levels for five years beginning January 1, 2006. The VSCC 
issued a Preliniinaiy Order on November 9, 2005 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the jushiess and reasonableness of Columbia of Virginia’s cuiTent rates, charges and terms and conditions of service. The Preliminary 
Order initially required Columbia of Virginia to file the schedules typically required for a general rate case application on or before February 3, 
2006. By Order dated January 4, 2006, the VSCC granted a Columbia of Virginia Motion to extend the filing of schedules until May 1, 2006 
and issued a further Order on April 2 1,2006 extending the time to file certain of the schedules until May 8, 2006, The required schedules were 
filed on May 1,2006 and May 8, 2006. The VSCC issued an Order for Notice and Hearing on May 19,2006. Columbia of Virginia filed 
testimony in support of its filings on May 19, 2006, June 1, 2006 and June 16, 2006. A hearing in these matters is scheduled to commence on 
November 29, 2006. 

In accordance with the IURC’s 1999 Order that permits Northern Indiana to utilize a flexible GCA mechanism to recovei’ its pipeline demand 
costs annually and changes in commodity gas costs montlily, Noi-them Indiana filed GCA7, covering the period November 1, 2005 through 
October 3 1, 2006 on August 29, 2005. The IURC approved Northern Indiana’s GCA 7 on July 26, 2006. 

On July 13, 200.5, Northern Indiana and other parties filed a joint Stipulation and settlement Agreement with the IIJRC resolving all terms of a 
new gas ARP program. The rURC approved the Settlement on January 3 1,2006. The new ARP is effective May 1, 2006 through April 30, 
2010. The new ARP continues key products and services including Northern Indiana’s Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northern Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term of this agreement. 

On May 16, 2006, Northern Indiana filed a petition to simplify its residential rate structure, stabilize revenue streams and provide the company 
incentives to encourage energy efficiency measures. A hearing on the cause is set for the fourth quarter of 2006 with f i l l  resolution anticipated 
in the first quarter 2007. 

Gas Trarmxissioe and Stol-age Qper_atio!n_sB&kd MaEcrs 
On June 30,2005, the FERC issued the “Order On Accounting for Pipeline Assessment Costs.” This guidance was issued by the FERC to 
address consistent application across the indushy for accounting of the DOT’S Integrity Management Rule. The effective date of the guidance 
is Januaiy 1, 2006 after which all assessment costs will be 

NISOURCE INC. 
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recorded as operating expenses. Importantly, the rule specifically provides that amounts capitalized in periods prior to January 1, 2006 will be 
permitted to remain as recorded. 

On July 20, 2006, the FERC issued a declaratory order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Columbia Gulf operated portion of the Blue Water Pipeline system. 
Columbia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
interconnection agreement in place that goveins the rules of the interconnection. Among other things, these agreements help protect the 
integrity of Columbia Gulfs system and the reliability of service to its customers. The Comiission iuled that Tennessee Gas Pipeline’s 
interconnection request should be governed by the existing Blue Water Pipeline operating agreement between Columbia Gulf and Tennessee 
Gas Pipeline. 

In the declaratory order, the FERC also referred the matter to the Office of Enforcement to determine if there should be any action taken 
against Columbia Gulf for failing to comply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipeline to make an 
interconnection. Columbia Gulf has acted in good faith throughout the proceeding and is disappointed with FERC’s referral of this matter to 
the Office of Enforcement. However, Columbia Gulf is cooperating with the Office of Enforcement while Columbia Gulf considers whether to 
seek rehearing of the declaratory order issued by the FERC in this matter. 

Electrr-Operations Related Matters 
During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23, 2002, the IURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northern Indiana will 
receive bill credits of approximately $55.1 rnillion each year, for a cumulative total of $225 million, for the nlinimum 49-1110Ilth period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
the IURC enters a basic rate order that approves revised Noithem Indiana’s electric rates subsequent to the minimum period. The order 
provides a rate moratorium through July 3 1, 2006. The order also provides that 60% of any future earnings beyond a specified eainings level 
will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage the credit 
may be more than the $55.1 million target. Credits amounting to $22.9 million and $29.2 million were recognized for electric customers for the 
first half of 2006 and 2005, respectively. 

As part of Northein Indiana’s use of the MISO’s transmission service, Day 1, Northern Indiana incurs transmission charges, based upon the 
FERC-approved tariff, as well as administrative fees, which relate to the MISO’s management and operations of the transniission system. Day 
1 transmission charges are recovered through the FAC process. During 2004, an IURC order denied recovery or deferral of Day 1 
administrative fees during Northern Indiana’s rate moratorium. Day 2 charges consist of fuel-related and non-fuel-related categories. On 
June 1, 2005, the ITJRC issued an order authorizing Northern Indiana to recover fuel-related Day 2 costs. The order denied recovery or defeiial 
of non-fuel Day 2 costs during Northern Indiana’s rate moratorium, which expires July 3 1, 2006. The June 2005 order was unclear as to the 
categorization of certain types of MISO charges as to whether they were fuel or non-fuel. Pending a clarifying order on these charges, a reserve 
was established for the charges, net of credits. On Februaiy 17, 2006, a settlement agreement was filed in cause 42962 providing for recovery 
through the FAC process of these charges, subject to an agreed upon standard of reasonableness for the charges. The settling parties are 
Northern Indiana, Indianapolis Power & Light, Vectren Energy Deliveiy of Indiana, Inc. and the OUCC. The IURC approved Northern 
Indiana’s FAC-69 and FAC-70 filings, in January 2006 and April 2006, respectively, but noted in both orders that this particular category of 
charges was approved “subject to refund” and subject to final orders. On May 4,2006, the IURC issued an order, ruling that these charges were 
to be classified as fuel charges and were therefore recoverable through the FAC mechanism, beginning with charges incurred on December 9, 
2005. As a result, a refund of $9.4 million will be required for charges related to the period April 1, 2005 through December 8, 200.5. Northem 
Indiana had provided for a reserve of $8.7 million through December 2005. The actual amount of the refund was slightly more than the amount 
of the reserve, due to adjustments and MISO resettlements. As part of the establislied settlement process with market participants, MISO uses 
“resettlement” statements to make adjustments related to prior operating periods. Amounts related to these adjustments cannot be anticipated or 
estimated in  advance. Northern Indiana records these amounts when billed. As a result of the ruling, amounts permitted to be recovered through 
the FAC totaled approximately $1.7 million for the first six months of 
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2006. The Day 2 non-fuel category includes costs recorded as non-recoverable in net revenues, which amounted to $10.5 million for the first 
half of 2006. These costs began in April 200.5 and totaled $5.4 million for the year 2005. Day 1 and Day 2 administrative fees, which were 
recorded as non-recoverable operating expenses, totaled $2.5 million for the first half of 2006 and were $5.1 million for the year 200.5. 
Northern Indiana is authorized to begin the deferral of all non-fuel and administrative MISO charges incurred after July 3 1, 2006 for 
consideration in a future rate proceeding. 

On April 25, 2006, the FERC issued an order on the MISO’s Transmission and Energy Markets Tariff, stating that MISO had violated tlie tariff 
by not assessing revenue sufficiency guarantee charges on virtual bids arid offers. The FERC ordered MISO to perform a resettlement of these 
charges back to April 1, 2005. Although the amount of resettlements applicable to Northern Indiana cannot be quantified at this tinie, it is not 
expected to be material. 

In January 2002, Northern Indiana indefinitely shut down its Mitchell Station. In February 2004, the City of Gary announced an interest in 
acquiring the land on which the Mitchell Station is located for economic developnient, including a proposal to increase the length of the 
runways at the Gary International Airport. On May 7, 2004, the City of Gaiy filed a petition with the IURC seeking to have the ITJRC establish 
a value for the Mitchell Station and establish the teims and conditions under which the City of Gary would acquire the Mitchell Station. On 
Januaiy 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gary and Northern Indiana lacks essential terms necessary for it to be a valid and enforceable 
contract under Indiana law. Northern Indiana, with input from a broad based stakeholder group, is evaluating the appropriate course of action 
for the Mitchell Station facility in light of Northwest Indiana’s need for that property and the substantial costs associated with restarting the 
facility, 

On May 2.5, 2004, Northern Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northern Indiana’s retail electric load requirements and charges imposed on Northem Indiana by MISO. A 
hearing in this matter was held in December 2004. Northern Indiana will withdraw this petition if the filial order fi-om the IURC in cause 42824 
approves recovery of intermediate dispatchable power costs incurred in August to December 2005 (described below). 

On April 1 1,2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
WRC for approval of a three-year alrangemeiit pursuant to which Whiting Clean Energy would sell to TPC electric power generated at  
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 200.5, 
the I‘CJRC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana though TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 21, 2005, Intervenor L,aPorte County filed a Petition far Reconsideration of the interim order with 
the IURC. On August 31,200.5, the IURC denied LaPorte County’s Petition for Reconsideration. On September 29, 2005, L,aPorte County filed 
its Notice of Appeal of the IURC’s Order of August 3 1, 2005 denying its Petition for Reconsideration. On March 9, 2006, LaPorte’s appeal of 
tlie IURC’s interim order was dismissed. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is 
seeking approval of the tlxeeyear arrangement. The testimony clarifies that Northern Indiana is seeking affiimation from the IIJRC that tlie 
intemiediate dispatchable power purchases made between August 9,200.5 and December 3 1, 2005 which were made pursuant to the July 1, 
200.5 interim order were reasonable. 

Northein Indiana, the OUCC and the Industrial Group, reached a settlement agreement on August 19,200.5 for purposes of partially settling 
cause 42824 (described above). The OUCC and the Industrial Group agreed to support Northern Indiana’s recovery of inteimediate 
dispatchable power, through its FAC for the period August 9,2005 through November 30,200.5. Additional settlement provisions include 
Northern Indiana’s agreement to file an electric base rate case on or before July 1, 2008. 

On May 23, 2006, Northern Indiana, Whiting Clean Energy, TPC and Intervenor Board of Commissioners of L,aPorte County, Indiana filed a 
proposed settlement agreement in cause 42824 (described above) requesting IURC approval. The settlement requires Northern Indiana to 
refund $2.0 million (less attorneys fees) associated with the 
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intermediate dispatchable power purchases. Northern Indiana recorded a reserve for this amount in the second quarter of 2006. IURC appr,oval 
is pending. 

Northern Indiana has been recovering the costs of electric power purchased for sale to its customers through the FAC. The FAC provides for 
costs to be collected if they are below a negotiated cap. If costs exceed this cap, Northern Indiana must demonstrate that the costs were 
prudently incurred to achieve approval for recovery. 

Northern Indiana filed FAC-68 on August 15, 2005. This filing included a projected amount of intermediate dispatchable power costs for 
October to December 2005, consistent with the Interim Order in 42824. The KJRC approved this filing on October 26,2005. 

Northern Indiana filed FAC-69 on November 3,2005. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for August and September 2005. The filing also included recovery of certain MISO charges under consideration in cause 42962 (described 
above). The order approving the FAC-69 factor was issued January 11,2006. The intermediate dispatchable power cost recovery is subject to 
refund based upon the outcome of cause 42824 (described above). 

Northein Indiana filed FAC-70 on February 6, 2006. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MISO charges under Consideration in cause 42962 
(described above), Tlie order approving the FAC-70 factor was issued April 20, 2006. The intermediate dispatchable power cost recovery is 
subject to refund based upon the outcome of cause 42824 (described above). 

Northern Indiana filed FAC-71 on June 26, 2006. This filing included $8.6 million of the required refund of MISO related costs for the period 
April 1, 2005 through December 8, 2005, consistent with the IURC's May 4, 2006 order (see above). On July 21, 2006, the IURC issued an 
order approving the FAC-7 1 rates and creating a sub-docket to review the treatment of purchased power and related costs within the FAC 
proceeding. 

FAC-72, scheduled for filing in the third quarter of 2006, will include a refund for the remaining $0.8 million of MISO-related costs 

On November 26, 2002, Northern Indiana received approval for an ECT. [Jnder the ECT, Northern Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northern Indiana to implement IDEM'S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the IURC's November 26, 2002 order, Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 21,2005, the IURC approved Northern Indiana's latest compliance plan with the estimate of 
$306 million. The ECRM revenues amounted to $12.9 million for the six months ended June 30, 2006, and $64.6 million from inception to 
date, while EERM revenues were $6.2 million for the six months ended June 30, 2006, and $14.9 million from inception to date. On 
February 3, 2006, Northein Indiana filed ECR-7 simultaneously with EER-3 for capital expenditures (net of accumulated depreciation for those 
components which have been placed in service) of $230.6 million and depreciation and operating expenses of $18.3 million through 
December 31, 2005. On March 29, 2006, the IURC approved Northern Indiana's ECR-7 filing. ECR-8 is scheduled to be filed in August 2006. 

On April 13,2005, Northern Indiana received an order from the IURC in a complaint filed by Jupiter. The complaint asserted that Northern 
Indiana's service quality was not reasonably adequate. While concluding that Northern Indiana's service was reasonably adequate, the IURC 
ruled that Northern Indiana must construct a backup line and pay Jupiter $2.5 million to install special fast switching equipment at the Jupiter 
plant. Further, Northern Indiana is precluded from recovering the $2.5 million in rates. Northern Indiana and Jupiter both have appealed the 
WRC's order in this matter to the Indiana Court of Appeals. These appeals are currently pending. Northern Indiana remitted the payment of 
$2.5 million to Jupiter in July 2005, and is working with Jupiter to incorporate the IURC required backup line and the special fast switching 
equipment with growth plans announced by Jupiter. On December 2 1,2005, Jupiter filed with the Indiana Court of Appeals a verified motion 
for remand asking that the case be moved to the IURC for further proceedings. On March 15, 2006, the Court of Appeals denied Jupiter's 
motion for remand. On March 30, 2006, Jupiter filed a second complaint with the IURC, in which Jupiter alleges 
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service problems and seelcs additional relief. On May 19, 2006, Jupiter also filed a complaint in state court against Northeill Indiana seeking 
recovery of damages based on the same alleged service problems. Northern Indiana has moved to stay this state court action pending resolution 
of the IURC proceedings. 

9. Risk Management and Energy Trading Activities 

NiSource uses commodity-based derivative financial instruments primarily to manage coinmodity price risk and interest rate risk exposure in 
its business as well as for commercial and industrial sales and some trading. NiSource accounts for its derivatives under SFAS No. 133. Under 
SFAS No. 1.33, if certain conditions are met, a derivative may be specifically designated as (a) a hedge of the exposure to changes in the fair 
value of a recognized asset or liability or an unrecognized film commitment, or (b) a hedge of the exposure to variable cash flows of a 
forecasted transaction. 

NiSource’s derivatives on the Consolidated Balance Sheets at June 30, 2006 were: 

Price risk management assets 
Current assets $ 137.6 $ 6.9 $ 144.5 
Other assets 107.0 ___ 107.0 

Total price risk management assets $ 244.6 $ 6.9 $ 251.5 

Price risk managenlent liabilities 
Current liabilities $ (76.9) $ (21.4) $ (98.3) 
Other liabilities (64.2) (0.4) (64.6) 

Total price risk management liabilities $ (141.1) $ (21.8) $ (162.9) 

NiSource’s derivatives on the Consolidated Balance Sheets at December 3 1, 2005 were: 

(If1 lrrr//lo~ls) Hedge Non-Hedge Total 

Price iisk management assets 
Current assets $ 152.6 $ 30.5 $ 183.1 
Other assets 185.5 7.4 192.9 

Total price risk management assets $ 338.1 $ 37.9 $ 376.0 

Price risk management liabilities 
Current liabilities $ (63.4) $ (8.9) $ (72.3) 
Other liabilities (22.2) - (22.2) 

Total price risk management liabilities $ (85.6) $ (8.9) $ (94.5) 
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The hedging activity for tlie quarter and six months ended June 30, 2006 and 200.5 affecting accumulated otlier comprehensive income, with 
respect to cash flow hedges included the following: 

NISOURCE INC. 

Three Months Six Months 
Ended June 30, Ended June 30, 

(iri riiiiliotis, riet of inxes) 2006 2005 2006 2005 
Net unrealized gains on derivatives qualifying as cash flow hedges at the 

beginning of the period $ 99.7 $ 148.1 $ 150.7 $ 93.7 

Unrealized hedging gains (losses) arising during the period on derivatives 
qualifying as cash flow hedges (13.1) (26.7) (64.8) 2.5.8 

Reclassification adjustment for net gain included in net income (1.4) -. (-1 1.5) (0.7) (9.6) 
Net unrealized gains on derivatives qualifying as cash flow hedges at the 

end of tlie period $ 85.2 $ 109.9 $ 85.2 $ 109.9 

During the second quarter of 2006 and 200.5, zero and $0.1 million, net of taxes respectively, were recognized in eaiiiiiigs due to tlie change in 
time value of certain derivative instruments. Additionally, all derivatives classified as a hedge are assessed for hedge effectiveness, with any 
components determined to be ineffective charged to eaixiings or classified as a regulatory asset or liability per SFAS No. 71 as appropriate. 
During tlie second quarter of 2006 and 200.5, NiSource reclassified no amounts related to its cash flow hedges from other comprehensive 
income to earnings, due to tlie probability that certain forecasted transactions would not occur. It is anticipated that during the next twelve 
months the expiration and settlement of cash flow hedge contracts will result in income statement recognition of amounts currently classified in 
other comprehensive income of approximately $4 1.3 million, net of taxes. 

Commodity Price Risk Programs. Northern Indiana, Northern Indiana Fuel and Light, Icokonio Gas, Northern Utilities, Columbia of 
Pennsylvania, Columbia of Kentucky, Colunibia of Maryland and Columbia of Virginia use NYMEX derivative coiitracts to minimize risk 
associated with gas price volatility. These derivative hedging programs must be marked to fair value, but because tliese derivatives are used 
within tlie framework of their gas cost recovery mechanism, regulatory assets or liabilities are recorded to offset the change in tlie fair value of 
these derivatives. 

Northern Indiana offers a PPS as an alternative to the standard gas cost recovery mechanism. This service provides Northern Indiana customers 
with tlie opportunity to either lock in their gas cost or place a cap on the total cost that could be charged for any future month specified. I n  order 
to hedge the anticipated physical hture purchases associated with these obligations, Northern Indiana purchases NYMEX fuhires and options 
coiltracts that correspond to a fixed or capped price in tlie associated delivery month. Tlie NYMEX futures and options contracts are designated 
as cash flow hedges. Columbia of Virginia started a program in April 200.5 similar to the Northein Indiana PPS, which allows non- 
jurisdictional customers the oppoi-hmity to lock in their gas cost. These derivative programs are accounted for as cash flow hedges. 

Northem Indiana also offers a DependaBill program to its customers as an alternative to the standard tariff rate that is charged to residential 
customers. The program allows Northern Indiana customers to fix their total monthly bill at a flat rate regardless of gas usage or coniniodity 
cost. In order to hedge the anticipated physical purchases associated with these obligations, Northein Indiana purchases NYMEX fuhires and 
options contracts that match tlie anticipated delivery needs of the program. This derivative program is accounted for as a cash flow hedge. 

As part of the new MISO Day 2 initiative, Northern Indiana was allocated FTRs. These rights protect Northem Indiana against congestion 
losses due to the new MISO Day 2 activity. Tlie FTRs do not qualify for hedge accounting treatment, but since congestion costs are recoverable 
through the fuel cost recovery mechanism the related gains and losses associated with these transactions are recorded as a regulatory asset or 
liability, in accordance with SFAS No. 71 I Additionally, Northern Indiana also uses derivative contracts to minimize risk associated with power 
price volatility, These derivative programs must be marked to fair value, but because these 
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derivatives are used within the fiamework of their cost recovery mechanism, regulatory assets or liabilities are recorded to offset the change in 
the fair value of there derivatives. 

For regulatory incentive purposes, Northern Indiana enters into purchase contracts at first of the month prices that give counterparties the daily 
option to either sell an additional package of gas at first of the month prices or recall the original volume to be delivered. Northern Indiana 
charges a fee for this option. The changes in the fair value of these options are primalily due to the changing expectations of the future intra- 
month volatility of gas prices. These written options are derivative instruments, must be marked to fair value and do not meet the requirement 
for hedge accounting treatment. However, in accordance with SFAS No. 71, Northern Indiana records the related gains and losses associated 
with these transactions as a regulatory asset or liability. 

For regulatory incentive purposes, Columbia of K.entucky, Columbia of Ohio, Columbia of Pennsylvania, Columbia of Virginia and Columbia 
of Maryland (collectively, the “Columbia LDCs”) enter into contracts that allow counterpalties the option to sell gas to Columbia LDCs at first 
of the month prices for a paiticular month of delivery. Columbia LDCs charge the counterparties a fee for this option. The changes in the fair 
value of the options are primarily due to the changing expectations of the future intra-month volatility of gas prices. Columbia LDCs defer a 
portion of the change in the fair value of the options as either a regulatory asset or liability in accordance with SFAS No. 7 1. The remaining 
change is recognized currently in earnings. 

Columbia Energy Services has fixed price gas delivery commitments to thee  municipalities in the United States. Columbia Eneigy Services 
entered into a forward purchase agreement with a gas supplier, wherein the supplier will fulfill the delivery obligation requirements at a slight 
premium to index. In order to hedge this anticipated future purchase of gas from the gas supplier, Columbia Energy Services entered into 
commodity swaps priced at the locations designated for physical delivery. These commodity swap derivatives are accounted for as cash flow 
hedges. 

Commodity price risk pi’ograms included in price risk assets and liabilities: 

June 30,2006 December 3 1,2005 
Liabilities (in millions) Assets Assets 

Gas price volatility program derivatives $ 4.6 $ (14.6) $ 35.7 $ -  
PPS program derivatives 0.6 (2.7) 1.8 (2.5) 
DependaBill program derivatives - (0.6) 1 .G 

2.2 (0.4) (0.1) MISO FTR program derivatives - 

- (8.5) 
(1.3) Power price volatility program derivatives 

Regulatory incentive program derivatives 0.5 (4.3) 
Foiward purchase agreements derivatives 176.8 - 266.7 - 

- 

- __ - 

Interest Rate Risk Activities. Contemporaneously with the pricing of the 5.25% and 5.45% notes issued Septembei, 16, 2005, NiSource 
Finance settled $900 million of forward starting interest rate swap agreements with six counterpaities. NiSource paid an aggregate settlement 
payment of $35.5 million which is being amortized as an increase to interest expense over the term of the underlying debt, resulting in an 
effective interest rate of 5.67% and 5.88% respectively. 

NiSource has entered into interest rate swap agreements to modify the interest rate characteristics of its outstanding long-term debt from fixed 
to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of 
$660 million with six counterparties having a 6 1/2-year term. NiSource Finance will receive payments based upon a fixed 7.875% interest rate 
and pay a floating interest amount based on U S .  6-month BBA LIBOR plus an average of 3.08% per annum. There was no exchange of 
premium at the initial date of the swaps. In addition, each party has the right to cancel the swaps on May 15, 2009 at mid-market. 
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On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of $500 million with four 
counterparties with an 1 1-year term. NiSource Finance will receive payments based upon a fixed 5.40% interest rate and pay a floating interest 
amount based on U S .  6-month BBA LIBOR plus an average of 0.78% per annum. There was no exchange of premium at the initial date of the 
swaps. In addition, each party has the right to cancel the swaps on either July 1.5, 2008 or July 15, 2013 at mid-market. 

As a result of the fixed-to-variable interest rate swap transactions referenced above, $1,160 million of NiSource Finance’s existing long-term 
debt is now subject to fluctuations in interest rates. These interest rate swaps are designated as fair value hedges. The effectiveness of the 
interest rate swaps in offsetting the exposure to changes in the debt’s fair value is measured using the short-cut method pursuant to SFAS 
No. 133. NiSource had no net gain or loss recognized in earnings due to hedging ineffectiveness fsoni prior years. 

Interest rate risk activities programs included in price risk management assets and liabilities: 

June 30,2006 Decembei 3 I ,  2005 
(111 IlIlllloI~s) Assets Liabilities Assets Liabilities 

Interest rate swap derivatives $ - -  $ (57.4) $ - - -  $ (12.2) 

Marketing and Trading Activities. The remaining operations of TPC primarily involve commercial and industrial gas sales. In the second 
quarter of 2006, TPC, on behalf of Whiting Clean Energy, has also entered into power and gas derivative contracts to manage price risk 
associated with operating Whiting Clean Energy. These power and gas trading derivatives relating to the expected operation of Whiting Clean 
Energy are not being accounted for as hedges. 

Marketing and trading programs included in price risk management assets and liabilities: 

June 30,2006 December 3 I ,  2005 
( I I I  ~iiillioiis) .-_ -- Assets Liabilities Assets Liabilities - 

Gas marketing program derivatives $ 67.2 $ (80.4) $ 68.0 $ (70.9) 

Power trading program derivatives 1 .o (0.7) 

10. Goodwill Assets 

NiSource’s goodwill assets at June 30, 2006 were $3,677.3 million pertaining primarily to the acquisition of Columbia on November 1, 2000. 
The goodwill balances at June 30, 2006 for Northern Indiana Fuel and Light and Kokomo Gas were $13.3 million and $5.5 million, 
iespectively. 

In the quarter ended June 30, 2006, NiSource performed its annual impairment test of goodwill associated with the purchases of Columbia, 
Noifhem Indiana Fuel and Light and Kokonio Gas. The results of the June 30,2006 irnpaimient test indicated that no impairment charge was 
required. For the purpose of testing for impairment the goodwill recorded in the acquisition of Columbia, the related subsidiaries were 
aggregated into two distinct reporting units, one within the Gas Distribution Operations segment and one within the Gas Transmission and 
Storage Operations segment. NiSource uses the discounted cash flow method to estimate the fair value of its reporting units for the purposes of 
this test, 

The results of the June 30, 200.5 impairment test indicated that no impairment charge was required for the goodwill related to the purchase of 
Columbia or Northern Indiana Fuel and Light, and that an iiripairinent charge of $10.9 million was required for goodwill related to the purchase 
of Kokomo Gas. This impairment charge was recorded in June 2005 and is reflected in operating expenses as an “Impairment and loss (gain) 
on sale of assets” on the 

___ __ 
__ - 

Gas trading program derivatives 0.8 (0.8) 

24 

http ://ir.nisource.corn/EdgarDetail.cfm?Co~ipariyID=NI&CIK= 1 1 1 17 1 1 &FID=95 0 1 3 7-06-85 5 5 &SID=O.. I 3/3 0/2007 



NISOURCE INC/DE (Form: 1 0-Q, Received: 08/03/2006 lO:04:2 1) Page 30 of 61 

Table of Contents 

ITEM 1. FINANCIAL STATEM-ENTS (continued) 

Notes to Consolidated Financial Statements (continued) (unaudited) 

Statements of Consolidated Income. Factors contributing to this charge were increased income that reduced the “regulatoiy eainings bank” and 
limitations on future operating income growth. 

11. Pension and Other Postretirement Benefits 

NiSouice uses September 30 as its measurement date for its pension and other postretirement benefit plans. NiSource expects to make 
contributions of $7 1 million to its pension plans and $54.2 million to its other postretirement benefit plans in 2006. 

The following tables provide the components of the plans’ net periodic benefits cost for the second quarter and six months ended June 30, 2006 
and 2005: 

NISOURCE INC. 

Pension Benefits Other Benefits 
Thiee Months Ended June 30, (ii nifl/ions) 2006 2005 2006 2005 

Net periodic cost 
Service cost $ 10.6 $ 10.4 $ 2.4 $ 2.3 
Interest cost 31.3 32.0 10.1 10.5 
Expected return on assets (43.9) (41.1) (4.6) (4.0) 
Amortization of h ansitional obligation - - 2.0 2 3  
Amortization of prior service cost 1.5 2.6 0.1 0.2 
Recognized actuarial loss 4.6 4.3 1.5 1 .o 

Net Periodic Benefits Cost $ 4.1 $ 8.2 $ 11.5 $ 12.5 

Six Months Ended June 30, (in millions) I - 
Net periodic cost 

Pension Benefits 0 t h  Benefits - 
2006, 2005 2006 2005 

Service cost $ 21.3 $ 20.8 $ 4.7 $ 4.6 
Interest cost 62.5 64.0 20.2 20.9 
Expected return on assets (87.8) (82.2) (9.2) (8.0) 
Amortization of transitional obligation - - 4.0 4.9 
Amortization of prior service cost 3.0 5.2 0.2 0.4 
Recognized actuarial loss 9.2 8.6 3.1 1.9 

- Settlement loss - 0.4 - 
Net Periodic Benefits Cost $ 8.2 $ 16.8 $ 23.0 $ 24.7 

12. Asset Retirement Obligations 

NiSource has accounted for retirement obligations on its assets since January 1,2003 with the adoption of SFAS No. 143. In the fouith quarter 
2005, NiSource adopted the provisions of FIN 47, which broadened the scope of SFAS No. 143 to include contingent asset retirement 
obligations and it also provided additional guidance for the measurement of the asset retirement liabilities. This accounting standaid and the 
related interpretation requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it is incurred. 
When the liability is initially recorded, the entity capitalizes the cost, thereby increasing the carrying amount of the related long-lived asset. 
Over time, the liability is accreted, and the capitalized cost is depreciated over the usefkl life of the related asset. The rate-regulated subsidiaries 
defer the difference between the amount recognized for depreciation and accretion and the amount collected in rates as required pursuant to 
SFAS No. 71 for those amounts it has collected in rates or expects to collect in future rates. 

2s 
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Changes in NiSource’s liability for asset retirement obligations for the first half of 2006 are presented in the table below: 

Six Montlis Ended June 30, (in n z i k m s )  
Beginning Balance S 119.8 

Accretion 3.7 
Ending Balance $ 123.5 

NiSource has recognized asset retirement obligations associated with various obligations including costs to remove and dispose of certain 
construction materials located within many of NiSource’s facilities, certain costs to retire pipeline, removal costs for certain underground 
storage tanks, reinoval of certain pipelines known to contain PCB contamination, closure costs for certain sites including ash ponds, solid waste 
management units and a landfill, obligation to return leased rail cars to specified conditions and the removal costs of certain facilities and off- 
shore platforms, as well as some other nominal asset retirement obligations. NiSource recognizes that there are obligations to incur significant 
costs to retire wells associated with gas storage operations, however, these assets are land assets with indeterminable lives. Additionally, 
NiSource has a significant obligation associated with the deconvnissioning of its two hydro facilities located in Indiana. However, these assets 
have an indeterminate life and no asset retirement obligation has been recorded. 

Certain costs of removal that have been, and continue to be, included in depreciation rates and collected in the service rates of the rate- 
regulated subsidiaries, did not meet the definition of an asset retirement obligation pursuant to SFAS No. 143 and FIN 47. The amount of the 
other costs of removal reflected as a component of NiSource’s accumulated depreciation and amortization was approximately $1.2 billion and 
$1.1 billion at June 30,2006 and December 3 1, 2005, respectively, based on rates for estimated removal costs embedded in coniposite 
depreciation rates. Upon the adoption of SFAS No. 143 on January 31,2003, NiSource reclassified its cost of removal from accumulated 
depreciation to regulatory liabilities and other removal costs on the Consolidated Balance Sheets. 

Foi. the three months ended June 30, 2006, NiSource accrued $1 “9 million of accretion, of which $0.2 million was expensed and $1.7 million 
was recorded as a regulatory asset. For the six months ended June 30, 2006, NiSource accrued $3.7 million of accretion, of which $ O S  million 
was expensed and $3.2 million was recorded as a regulatory asset. For the three and six months ended June 30, 2005, NiSource accrued 
$0.1 million and $0.2 million of accretion, respectively, of which the majority of it was expensed. NiSource anticipates that the depreciation 
and accretion amounts to be recognized in 2006 associated with its asset retirement obligation assets and liabilities will be $2.8 million and 
$7.5 million, respectively, and will primarily be recorded as a regulatoiy asset or liability pursuant to SFAS No. 71. 

13. Redemption of Preferred Stock 

On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total redemption value of 
$8 1.6 million. 

2006 
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14. Other Commitments and Contingencies 

A. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing 
financial or performance assurance to third parties on behalf of certain subsidiaries. Such agreements include guarantees and stand-by letters of 
credit. These agreements are entered into primarily to support or enhance the creditworthiness otheiwise amibuted to a subsidiary on a stand- 
alone basis, thereby facilitating the extension of sufficient credit to accomplish the subsidiaries’ intended commercial purposes. The total 
commercial conunitnients in existence at June 30, 2006 and the years in which they expire were: 

(in iiiillioizs) Total 2006 2007 2008 2009 2010 After 
Guarantees of subsidaries debt $4,967.1 $ 253.3 $ 32.5 $ 8.8 $ 464.1 $1,002.2 $3,206.2 
Guarantees supporting 

conunodity Qansactions of 
subsidiaries 7.5 1.4 234.4 258.8 37.5 41.1 - 179.6 

- - - __ - Lines of credit 420.0 420.0 
L,etters of credit 91.7 7.8 19.5 64.4 
Other guaiantees 154.9 - 1 .0 7.6 3.9 - 142.4 
Total commercial conmitments $6,385.1 $ 915.5 $ 311.8 $ 118.3 $ 509.1 $1,002.2 $3,528.2 

Guarantees of Subsidiaries Debt. NiSource has guaranteed the payment of $5.0 billion of debt for various wholly owned subsidiaries 
including Whiting Leasing, NiSource Finance, and through a support agreement, Capital Markets, which is reflected on NiSource’s 
Consolidated Balance Sheets. The subsidiaries are required to comply with certain financial covenants under the debt indenture and in the event 
of default, NiSource would be obligated to pay the debt’s principal and related interest. NiSource does not anticipate its subsidiaries will have 
any difficulty maintaining compliance. 

Guarantees Supporting Commodity Transactions of Subsidiaries. NiSource has issued guarantees, which support up to approximately 
$75 1.4 nlillion of commodity-related payments for its current subsidiaries involved in energy marketing and trading and those satisfying 
requirements under forward gas sales agreements of current and former subsidiaries. These guarantees were provided to counteigarties in order 
to facilitate physical and financial transactions involving natural gas arid electricity. To the extent liabilities exist under the commodity-related 
contracts subject to these guarantees, such liabilities are included in the Consolidated Balance Sheets. 

Lines and Letters of Credit. NiSource Finance maintains a five-year revolving line of credit with a syndicate of financial institutions which 
can be used either for borrowings or the issuance of letters of credit. On July 7,2006, NiSource Finance amended the $1.25 billion five-year 
revolving credit facility, increasing the aggregate comnitment level to $1.5 billion and extending the termination date to July 201 1, During 
November 2005, NiSource Finance also entered into a $300 million nine-month revolving credit agreement with Dresdner Icleinwort 
Wasserstein L,L,C that expires September 5, 2006. At June 30,2006, NiSource had $120.0 nlillion outstanding under the five-year revolving 
credit facility, and $300.0 million outstaiiding under the nine-month credit facility. Through the five-year revolver and through othei, letter of 
credit facilities, NiSource has issued stand-by letters of credit of approximately $9 1.7 million for the benefit of third parties. 

Other Guarantees or Obligations . On June 29, 2006, Columbia Transmission, Piedmont, and Hardy Storage entered into an agreement to 
finance the construction of the Hardy Storage project, which is accounted for by NiSource as an equity investment. Under the financing 
agreement, Columbia Transmission issued a guarantee securing payment for 50% of any amounts issued in connection with Hardy Stoiage up 
until such time as the prqject is placed in service and operated within certain specified parameters, which is expected to be in the second quarter 
of 2008. As of June 30, 2006, Hardy Storage borrowed $38.0 million under the financing agreement, for which Columbia Transmission 
recorded an accrued liability of approximately $1.0 million related to the fair value of its guarantee securing payment for SO% the $38.0 million 
borrowed. Hardy Storage borrowed an additional $1 1.3 million and $5.3 million in July 2006 and August 2006, respectively, for which 
Colunibia Transniission recorded an additional liability of approximately $0.4 million for its respective guarantee related to these amounts. 

After the October 20, 2003 sale of six subsidiaries, PEI continues to own Whiting Clean Energy. As part of PEI’s sale to Private Power in 
2003, NiSource retained certain obligations with respect to the former PEI subsidiaries. 

- - - 

.- 
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NiSource retained operational guarantees related to environmental compliance, inventory balances, employee relations, and a contingent 
obligation to Private Power that could be triggered if U S .  Steel exercised a purchase option under its agreement with a former PEI subsidiary 
At the time of the sale, NiSource allocated $0.6 million to this contingent option obligation. However, in November 2005, U S .  Steel Gary 
Works announced its intent to exercise the purchase option. As a result, in the fourth quarter of 2005, NiSource accrued an additional $7.4 
million for the settlement of this obligation. 

NiSource has purchase and sales agreement guarantees totaling $82.5 million, which guarantee performance of the seller’s covenants, 
agreements, obligations, liabilities, representations and warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perform or otherwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

B. Other Legal Proceedings. In the normal course of its business, NiSource and its subsidiaries have been named as defendants in various 
legal proceedings, In the opinion of management, the ultimate disposition of these currently asserted claims will not have a material adverse 
impact on NiSource’s consolidated financial position. 

C. Environmental Matters. 

General. The operations of NiSource are subject to extensive and evolving federal, state and local environmental laws and regulations intended 
to protect the public health and the environment. Such environmental laws and regulations affect operations as they relate to impacts on air, 
water and land. 

As of June 30, 2006, a reserve of approximately $67 million has been recorded to cover probable corrective actions at sites where NiSource has 
environmental remediation liability. The ultimate liability in connection with these sites will depend upon many factors, including the volume 
of material contributed to the site, the number of the other potentially responsible parties and their fmancial viability, the extent of conective 
actions required and rate recovery. Based upon investigations and management’s understanding of current environmental laws and regulations, 
NiSource believes that any corrective actions required will not have a material effect on its financial position or results of operations. 

Gas Distribution Operations. 
At a property i n  the City of Staunton Virginia the current property owner has been issued notice by the EPA that they need to evaluate potential 
impacts associated with a gasoline station and a former manufactured gas plant. The property owner is seeking contribution from Columbia of 
Virginia. Columbia of Virginia is currently assessing its liability in relation to the property. 

Gas Transmission and Storage Operations. 
On January 17,2006, the EPA published in the Federal Register a proposed revision to the particulate matter NAAQS that would increase the 
stringency of the current fine particulate (PM2.5) standard and add a new standard for inhalable coarse particulate (particulate matter between 
10 and 2.5 microns in diameter). The proposal would also revoke the current PMlO NAAQS except in areas with a population of 100,000 or 
more with monitors violating the current standard. In a separate but related action, the EPA proposed to amend its national ambient air quality 
monitoring requirements, including those for particulate matter that would include a design for a PM 10-2.5 monitoring network necessary to 
establish attainment of the proposed new NAAQS. The EPA must issue final standards by September 27, 2006. These actions could require 
further reductions in NOx emissions from various emission sources in and near nonattaiment areas, including reductions from pipeline 
Transmission and Storage Operations. 

On July 5, 2006, Columbia Gulf submitted the NOx SIP Call Compliance Plan to the State of Kentucky pending approval. This Plan would 
reduce NOx emissions by 9.50 tons per ozone season starting May 1, 2007. Currently Columbia Gulf anticipates installation of approximately 
$6 million to $8 million in NOx controls to achieve these reductions. The effects of other recent EPA actions on Transnlission and Storage 
Operations cannot be determined at  this time. 
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Columbia Transmission discovered and notified the State of West Virginia of compliance issues associated with turbine operations at two of its 
facilities. Columbia Transmission is cull-ently finalizing resolution of this issue. 

On June 29, 2006, Columbia Transmission entered into a Consent Agreement with Region I11 EPA related to the management of coal tar based 
pipe wrap. The Consent Agreement requires that Columbia Transmission, and its contractor, pay a civil penalty totaling $1 80,000. 

Electric Operations. 
Air. On January 17, 2006, the EPA published in the Federal Register a proposed revision to the particulate matter NAAQS that would increase 
the stringency of the current fine particulate (PM2.5) standard and add a new standard for inhalable coarse particulate (particulate matter 
between 10 and 2.5 microns in diameter). The proposal would also revoke the current PMlO NAAQS except in areas with a population of 
100,000 or more with monitors violating the current standard. In a separate but related action, the EPA proposed to amend its national ambient 
air quality monitoring requirements, including those for particulate matter that would include a design for a PM10-2.5 monitoring network 
necessary to establish attainment of the proposed new NAAQS. The EPA must issue final standards by September 27, 2006. Northern Indiana 
will continue to closely monitor developments in this area that could impact the emission control requirements for coal-fired boilers including 
Northern Indiana's electric generating stations. 

On March 10, 2005, the EPA issued the CAIR final regulations. The rule establishes phased reductions of NOx and SO2 from 28 Easteiii 
States, including Indiana electric utilities, by establishing an annual emissions cap for NOx and SO2 and an additional cap on NOx emissions 
during the ozone conh,ol season. On March 15, 2006, the EPA signed three related rulemakings providing final regulatory decisions on 
implenienting the CAIR. The EPA, in one of the rulings, denied several petitions for reconsideration of various aspects of the CAIR, including 
requests by Northern Indiana to reconsider SO2 and NOx allocations. The main rulemaking established federal implementation plans, or FIPs, 
for power plants to ensure that the emissions reductions required by the CAIR are achieved on schedule and provide criteria, whereby SIPs that 
meet a majority of the federal requirements or abbreviated SIPs could be approved if submitted by the states within six months of the 
September 2006 deadline. As an affected state, Indiana initiated state rule making in June 200.5, for creating rules detailing how it will 
implement the federal rule and meet the emission caps. Indiana structured, and preliminarily adopted in June 2006, a draft rule to meet the EPA 
abbreviated CAIR SIP requirements and should therefore be eligible for a six-month extension of the submittal deadline. Accordingly, Indiana 
anticipates that the state CAIR rule will be finalized by March of 2007. Northern Indiana will continue to closely monitor developments in this 
area and cannot accurately estimate the timing or cost of emission controls at this time. 

On May 3 1, 2006, the EPA took final action on petitions to reconsider two actions regarding the air pollutant Mercury: 1) Its deterinination that 
regulation of elech-ic utility steam generating units under section 112 of the Clean Air Act was neither necessary nor appropriate (the section 
112 rule); and 2) The Clean Air Mercury Rule. Following the promulgation of the final section 112 rule, EPA received two petitions for 
reconsideration. In response to the two petitions, the EPA agreed to reconsider certain aspects of the final section 112 i-ule. After considering 
the petitions and the information that was submitted during the public comment period, the EPA determined that its original rule was correct. 
Indiana is developing a rule to implement the EPA Clean Air Mercury Rule. Northern Indiana will continue to closely monitor developments in  
this area and cannot accurately estimate the timing or cost of emission controls at this time. 

On June 29, 2006, the IDEM held a public hearing to satisfy the public notice requirenients for its proposed petition to the EPA to redesignate 
the Indiana counties of Lake and Porter to attainment of the 8-hour ozone NAAQS. The petition included EPA required technical and 
procedural information, as well as optional technical information, supporting the IDEM'S redesignation request, as well as state plans to 
maintain the NAAQS upon the EPA redesignation, if granted. Upon promulgation of the EPA and subsequent IDEM regulations to implement 
the redesignation to attainment, new source review rules would change '&om nonattainment new source review d e s  to prevention of significant 
deterioration while measures responsible for existing emission reductions would continue. Northein Indiana will continue to closely monitor 
developments in this area and cannot accurately estimate the outcome or timing of the approval of the petition. 
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Water. The Great Lakes Water Quality Initiative program is expected to add new water quality standards for facilities that discharge into the 
Great L,akes watershed, including Northern Indiana’s three electric generating stations located on Lake Michigan. The State of Indiana has 
promulgated its regulations for this water discharge pennit program and has received final EPA approval. All issues in subsequent litigation 
ielated to the EPA’s actions have been resolved with the exception of the EPA’s disapproval of the IDEM method for testing whole effluent 
toxicity. The water discharge pennit for Michigan City Generating Station has been issued and became effective on April 1,2006. Engineering 
studies have begun to deteimine specific compliance costs for this facility. The permit for the Bailly Generating Station was issued on June 26, 
2006, and will become effective on August 1, 2006. Pending review and analysis of this permit, the cost of complying with the permit 
requirements cannot be estimated at this time. 

15. Aecumulated Other Comprehensive Loss 

The following table displays the components of Accumulated Other Comprehensive Loss, which is included in “Coinnion stock equity,” on the 
Consolidated Balance Sheets. 

.June 30, December 3 1, 
(in nlilliorls) 2006 2005 

Other comprehensive income (loss), before taxes: 
Unrealized gains on securities $ 2.0 $ 0.3 

Tax (expense) on unrealized gains on securities (1.0) (0 .3)  
Unrealized gains on cash flow hedges 126.8 228.5 

(41.6) (77.8) 
Minirnuin pension liability adjustment (260.1) (260.1) 

Total Accumulated Other Comprehensive Loss, net of taxes $ (70.1) $ (5.6) 

16. Business Segment Information 

Operating segments are components of an enterprise for which separate financial information is available that is evaluated regularly by the 
chief operating decision maker in deciding how to allocate resources and in assessing performance. 

NiSource’s ope1 ations are divided into four primaiy business segments. The Gas Distribution Operations segment provides natui,al gas service 
and transportation for residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, Kentucky, Maryland, Indiana, 
Massachusetts, Maine and New Hampshire. The Gas Transmission and Storage Operations segment offers gas transportation and storage 
services for LDCs, marketers and industrial and commercial customers located in northeastern, nid-Atlantic, nidwestern and southern states 
and the District of Columbia. The Electric Operations segment provides electric service in 21 counties in the northern part of Indiana. The 
Other Operations segment primarily includes gas and power marketing, and ventures focused on distributed power generation technologies, 
includiiig cogeneration facilities, fuel cells and storage systems. 

The following table provides information about business segments. NiSource uses operating income as its primary measurement for each of the 
reported segments and makes decisions on finance, dividends and taxes at the corporate level on a consolidated basis. Segment revenues 
include intersegment sales to affiliated subsidiaries, which are eliminated in consolidation. Affiliated sales are recognized on the basis o f  
prevailing market, regulated prices or at levels provided for under contractual agreements. Operating income is derived from revenues and 
expenses directly associated with each segment. 

Tax (expense) on unrealized gains on cash flow hedges 

Tax benefit on mininiun pension liability adjustnient 103.8 103.8 
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Thlee Months Six Months 
Elided June 30, Ended June 30, -. 

(111 lllllllol7s) 2006 - 2005 2006 2005 

REVENUES 
Gas Distribution Operations 
Unaffiliated 694.1 748.8 2,874.4 2,766.9 
Intersegment 3.0 0.5 7.4 (0.3) 
Total - 697.1 749.3 2,881.8 2,766.6 
Gas Transmission and Storage Operations 
Unaffiliated 146.9 137.9 305.4 296.1 
Intersegment 52.3 57.9 125.4 129.4 

199.2 195.8 430.8 425.5 
Electric Operations 
Unaffiliated 302.5 281.8 609.0 563.6 
Intersegment 0.4 0.4 0.8 1.3 
Total 302.9 282.2 609.8 564.9 
Other Operations 
Unaffiliated 168.1 186.8 495.5 4 10.6 
Intersegment 4.9 4.8 18.9 9.8 

Total -. 

173.0 191.6 514.4 420.4 - -.-_ Total 
Adjustments and eliminations ”- (60.3) (63.3) - (152.5) (139.3) 
Consolidated Revenues - $1,311.9 $1,355.6 $4,284.3 $4,038.1 

G ~ S  Dis t rh t ion  Operations (6.0) 

Other Operations (4.7) 
Corporate -- 
Consolidated Operating Income $ 131.6 $ 

Gas Transmission and Storage Operations 79.0 
Electric Operations 63.3 

- 

Operating Income (Loss) 
5.7 200.0 280.6 

76.8 189.3 186.3 
61.0 131.4 126.4 
(8.5) (1 4.8) (13.7) 
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Note regarding for!vard-looking statements 
The Management’s Discussion and Analysis, including statements regarding market risk sensitive instruments, contains “forward-looking 
statements,” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 
19.34, as amended. Investors and prospective investors should understand that many factors govern whether any forward-looking statement 
contained herein will be or can be realized. Any one of those factors could cause actual results to differ materially from those projected. These 
forward-looking statenients include, but are not limited to, statements concerning NiSource’s plans, objectives, expected perfoiiance, 
expenditures and recovery of expenditures through rates, stated on either a consolidated or segment basis, and any and all underlying 
assumptions and other statements that are other than statements of historical fact. From time to time, NiSowce may publish or otherwise make 
available forward-looking statements of this nature. All such subsequent forward-looking statements, whether written or oral and whether made 
by or on behalf of NiSource, are also expressly qualified by these cautionaiy statements. All forward-looking statements are based on 
assumptions that management believes to be reasonable; however, there can be no assurance that actual results will not differ materially. 

Realization of NiSource’s objectives and expected performance is subject to a wide range of risks and can be adversely affected by, among 
other things, weather, fluctuations in supply and demand for energy commodities, growth opporturiities for NiSource’s businesses, increased 
conipetition in deregulated energy markets, the success of regulatory and commercial initiatives, dealings with third parties over whom 
NiSource has no control, the effectiveness of NiSource’s outsourcing initiative, actual operating experience of NiSource’s assets, the regulatoiy 
process, regulatory and legislative changes, changes in general economic, capital and cornniodity market conditions, and counterparty credit 
risk, many of which risks are beyond the control of NiSource. In addition, the relative contributions to profitability by each segment, and the 
assumptions underlying the forward-loolcing statements relating thereto, may change over time. 

The following Management’s Discussion and Analysis should be read in conjunction with NiSource’s Annual Report on Form 10-IC for the 
fiscal year ended December 3 1, 2005. 

CONSOLIDATED REVIEW 

Executive Summary 

NiSource generates virtually 100% of the company’s operating income through the sale, distribution, transportation and storage of natural gas 
and the generation, transmission and distribution of electricity, which are rate regulated. 

For the six months ended June 30, 2006, income from Continuing operations was $194.4 million, or $0.71 per share. This compares to income 
from continuing operations of $217.0 million, or $0.80 per share, for the year-ago period. The difference was primarily due to lower net 
ievenues due to the mild winter weather and declines in residential usage by natural gas utility customers. Weather was 14% warmer than 
noinial and 15% warnier than a year ago. Weather reduced net revenues in NiSource’s Gas Distribution Operations business segment by 
approximately $63 million during the first half of 2006. Gas Distribution Operations net revenues were also reduced by approximately 
$16 million due to residential usage declines. Residential usage declines are likely to continue to adversely impact the operating results of Gas 
Distribution Operations. Offsetting these revenue declines within Gas Distribution Operations were net revenue increases within Gas 
Transmission and Storage Operations and Electric Operations. 

Excluding incieases in expenses that are recovered tlxough regulatory trackers, which are offset in net revenues (see discussion below), 
operating expenses decreased by approximately $18 million. This decrease was due primarily to lower restructuring and transition costs 
associated with the IBM agreement and lower asset impaiiment charges recorded this year. Partially offsetting these decreases were operating 
expense increases in the Gas Transmission and Storage Operations Segment primarily due to higher pipeline integrity and employee 
administrative expenses and higher depreciation charges. 
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NiSource is recognizing interest expense savings due to the refinancing of $2.4 billion in long-term debt during 2005. Interest expense was 
reduced by $16.8 inillion for the six months ended June 30, 2006, compared with the year-ago period. 

NiSource continues to focus on its four-point platform for long-term, sustainable growth. This plan is centered on its portfolio of low-risk, 
regulated assets: commercial and regulatory initiatives; commercial growth and expansion of the gas bansmission and storage business; 
financial management of the balance sheet; and expense management. Following are updates related to these initiatives. 

Commercial and Regulatory Initiatives 

Sales of Shorter-Tertii Transportation arid Storage Services. Seasonal price fluctuations in the national energy market created oppoitunities 
for custoiners to utilize existing shorter-term transportation and storage tariff services provided by Columbia Transmission and Columbia Gulf. 
A newly redeveloped, Houston-based commercial team has capitalized on these opportunities. Columbia Transmission entered into contracts 
that represent revenues in excess of $30 million of shorter-term business for 2006, $19.2 million of which was recorded during the first six 
months ended June 30, 2006. Columbia Gulfs  mainline throughput increased by 3.0% over 2005 due to the increased utilization of these 
services. 

Regulatory Trackers. Comparability of Gas Distribution Operations line item operating results are impacted by regulatory trackers that allow 
for the recovery in rates of certain costs such as bad debt expenses. Therefore, increases in these tracked operating expenses are offset by 
increases in net revenues and have essentially no impact on total operating income results. Approximately $29.8 million of the increase in 
operating expenses for the Gas Distribution Operations segment consisted of expenses that were subject to a traclcer and offset by a 
corresponding increase to net revenues reflecting recovery of certain costs. 

NiSource remains focused on the effects of customer conservation and is taking steps to address this issue, particularly through regulatory 
initiatives. NiSource anticipates making filings in various jurisdictions this year and next year, either through broader rate proceedings 01 

specific mechanisms such as rate design, decoupling or other initiatives developed to moderate the impact of conservation. 

Buy State Rate Case, On April 27, 2005, Bay State filed for a rate increase of $22.2 million, or 4.7%, with the Massachusetts DTE. On 
November 30, 2005, Bay State received approval from the Massachusetts DTE to increase its rates by $1 1.1 million. The Massachusetts DTE 
also approved Bay State’s request for a performance based rate plan but denied the request for cost recovery of a steel infrastructure 
replacement program. 

Congnercial.Growt11 aid Exga_nsJo!l.ofthe Gas Transmission and Storage Business 

Hardy Storage. Construction of the Hardy Storage project in West Virginia has begun and on June 29,2006, the project financing closed at 
which time the first tranche of $38 million of interim notes were issued at 5.95%. Subsequently, Hardy Storage borrowed an additional 
$1 1.3 million and $5.3 niillion under an associated revolving facility during July 2006 and August 2006, respectively. 

Milleitikin Piyeliite. Millennium Pipeline, as well as companion upstream and downstream projects, are proceeding with the regulatory 
approval process even as the project’s projected in-service date recently was extended to November 1, 2008, or earlier if feasible. Pending 
iegulatory approvals, the project’s partriers expect to begin construction activities during 2007. Millennium is anchored by long-term 
agreements with Consolidated Edison and KeySpan. Columbia and Central Hudson also hold long-term agreements on Millennium. The 
ledishibution of equity among partners in the Millennium Pipeline is now coniplete, with NiSource subsidiary Columbia Transmission holding 
a 47.5% equity stake. 

Eastern Market Exparision. Eastern Market Expansion, a combined storage and transportation project designed to neet core market growth in 
the mid-Atlantic region that already has several binding customer agreements continues with pre-filing activities. 
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Fii3anckb M-auagenient o f  the Balance Sheet 

Interest Expeiise Savings. Interest expense, net was $188.7 million for the six months ended June 30, 2006, a decrease of $16.8 million 
compared to the first six months of 2005. This decrease was due to the refinancing of $2.4 billion in long-term debt at lower rates during 2005, 
partially offset by higher short-temi interest rates. This improvement was partially offset by lower interest income and higher costs related to 
the sale of accounts receivable which both contributed to the $9.2 million change in other income (deductions). 

Expense Management 

Operatiiig Expenses. Operating expenses for the first six months of 2006 were $1,123.0 million, an increase of $14.3 million from the 200.5 
period. Excluding expenses that are recovered through regulatory trackers and corresponding increases in net revenues, operating expenses 
decreased by approximately $18 million. This decrease was due primarily to lower restructuring and transition costs associated with the IBM 
agreement and lower asset impairment charges recorded this year. Partially offsetting these decreases were operating expense increases in the 
Gas Transmission and Storage Operations Segment primarily due to higher pipeline integrity and employee adniinistrative expenses and higher 
depreciation charges. 

NiSource renewed both of the onshore property and casualty insurance programs on J d y  1,2006. As a result of the demand for limited 
insurance capacity for offshore exposures, particularly the Gulf of Mexico, the offshore property program was renewed on June 1, 2006, 
NiSource sustained ari increase of approximately $8 million in property insurance costs directly attributable to the increase in insurance 
premiums for offshore and onshore facilities located in or near the Gulf of Mexico. Casualty premiums remained relatively flat compared to the 
previous year. Such increases and restrictions in coverage for Gulf of Mexico windstorm exposures were driven by the overall poor 
underwriting experience of the insurance industry over the past few years, resulting from the unprecedented losses sustained from hurricanes 
such as Ivan, I<atrina and Rita. 

2QQ.h.QdO.Qk 
NiSource had disclosed in its quarterly report ending March 3 1,2006 an expectation of income from continuing operations for 2006 to be 
between $1.33 to $1.43 basic EPS. This expectation considered the unfavorable weather impact of 9 cents per share that occurred during the 
first quarter 2006. NiSource now believes that attaining this guidance will be unlikely, primarily as a result of increased customer attrition and 
reduced customer usage of natural gas. NiSource's initial earnings guidance included an assumption that usage declines would return to historic 
levels of 0.5% to 1%, as compared to its current view that the decline could approximate 5%. Customer attrition has also increased significantly 
from historic levels of about 0.5% to approximately 1.2%. The projected impact of these issues is a reduction in net revenues of nearly 
$40 million, or 10 cents per share, compared with the levels underlying NiSource's initial earnings guidance for the year. In addition, lower net 
interest savings are projected to increase interest expense and decrease other income by $12 million, or 3 cents per share, cornpared with the 
initial 2006 earnings guidance. NiSource has elected to not provide a reforecast of eainings for 2006 at this time. 

Results of Operations 
Quarter  Ended June 30,2006 

Net Income 
NiSource reported net income of $21.0 million, or $0.08 per share, for the three nionths ended June 30, 2006, compared to net income of 
$39.0 million, or $0.15 per share, for the three months ended June 30, 2005. Operating income was $13 I .6 million, an increase of $1 I .8 million 
from the same period in 2005. All per share amounts are basic EPS. Basic average shares of common stock outstanding at June 30, 2006 were 
272.4 million compared to 271.2 million at June 30, 200.5. 

Comparability of line item operating results was impacted by regulatory trackers that allow for the recovery in rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and have essentially no impact 
on total operating income results. Approximately $7 million of the increase in operating expenses was offset by a corresponding increase to net 
revenues ieflecting recovery of these costs. 
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Net Revenues 
Total consolidated net revenues (gross revenues less cost of sales) for the three months ended June 30, 2006, were $641 ..5 million, a 

\L, 

$12.4 million decrease from the same period last year. Excluding'the inipact of $7 million of trackers discussed above, net revenues decreased 
by approximately $19 million. The decrease in net revenues was primarily due to weather adversely affecting Gas Distribution Operations by 
approximately $17 million and Electric Operations by approximately $8 million. Gas Transniission and Storage Operations realized a net 
revenue inuease of $5.9 million from the same period in 200.5 due primarily to $14.7 million in increased sales of shorter-term transportation 
and storage services, which were partially offset by an $8.9 million benefit in the comparable quarter last year realized for a third-party buyout 
of a bankruptcy claim relating to the re,jection of a shipper's long-term contract. 

Expenses 
Operating expenses for the second quarter 2006 were $509.9 million, a decrease of $24.2 million from the 2005 period. Excluding increases in 
expenses that are recovered through regulatory trackers and corresponding increases in net revenues (see discussion above), operating expenses 
decreased approximately $31 million. This decrease was primarily due to impacts in the second quarter of 2005 which included $20.9 million 
of restructuring and transition charges associated with the IBM outsourcing initiative, a $10.9 million goodwill impairment loss related to 
ICokomo Gas and a $10.9 million charge for obsolete software systems. During the second quarter of 2006, NiSource recorded $3.3 million of 
asset impailment charges and $2.9 million of transition costs related to the IBM outsourcing initiative. In addition, operating expenses 
increased within the Gas Transmission and Storage Operations Segment by $3.7 million due primarily to higher pipeline integrity expenses and 
by $3.4 million in the Electric Operations Segment due to primarily higher generation and maintenance expenses. 

Other Income (Deductions) 
Interest expense, net was $93.3 million for the quarter, a decrease of $8.2 million compared to the second quarter 200.5. This decrease was due 
to the refinancing of $2.4 billion in long-term debt at lower rates during 2005, partially offset by higher short-term interest rates. Other, net was 
a loss of $2.7 million for the current quarter compared to income of $3.6 million for the comparable 200.5 period due to lower interest income 
and increased costs associated with the sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts 
ieceivable balances resulted in the higher expenses associated with the sale of accounts receivable. 

Income Taxes 
Income tax expense for the second quarter of 2006 was $13.4 million, an increase of $0.9 million cornpared to the second quarter of 200.5 due 
primarily to higher pretax income partially offset by a significantly lower effective tax rate. The effective tax rate for the quarter ended June 30, 
2006 was 38.4% cornpared to 60.1% for the comparable period last year, which was impacted by the non-deductible goodwill impairment 
charge recorded in the second quarter of 2005 and additional tax recorded as a result of changes in Ohio income tax laws enacted on June 30, 
2005. Excluding the impact of the goodwill impairment charge, the effective tax rate for the second quarter of 200.5 was 39.4%. 

Results of Operations 
Six Months Ended June 30,2006 

Net Incoi-ne 
NiSource reported net income of $193.9 million, or $0.71 per share, for the six months ended June 30, 2006, compared to $245.3 nillion, 01 

$0.91 per share, for the first six months of 2005. Operating income was $499.2 million, a decrease of $58.3 million from the same peiiod in 
200.5. NiSource's net income reflects the $28.3 million gain on discontinued operations recorded in the first half of 2005, which is the result of 
changes to I esei-ves foi contingencies related to the previous sale of discontinued assets partially offset by an impairment charge for certain 
discontinued assets, Basic average shares of common stock outstanding for the six months ended June 30, 2006 were 272.4 million compared 
to 270 8 million at June 30, 2005. 
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Comparability of line item operating results was impacted by regulatory trackers that allow for the recoveiy in rates of certain costs such as bad 
debt expenses. Therefore, increases in these tracked operating expenses are offset by increases in net revenues and have essentially no impact 
on total operating income results. Approximately $32 million of the increase in operating expenses was offset by a corresponding increase to 
net revenues reflecting recovery of these costs. 

Net Revenues 
Total consolidated net revenues (gross revenues less cost of sales) for the six months ended June 30, 2006, were $1,622.2 million, a 
$44.0 million decrease from the same period last year. Excluding the impact of $32 million of trackers discussed above, net revenues decreased 
by approximately $76 million, primarily due to weather adversely affecting Gas Distribution Operations by approximately $63 million and 
Electric Operations by approximately $10 million. Increased subscriptions for demand services and sales of shorter-term transportation and 
storage services in Gas Transmission and Storage Operations amounting to approximately $17 million was offset by a decline within Gas 
Distribution Operations caused by reductions in residential usage of approximately $16 million. Electric Operations positive impacts to net 
revenues included a reduction in customer credits of $6.3 million, increased environmental cost recovery trackers of $3.8 million, and 
$3.7 million of lower MISO costs, which included the impact of a favorable regulatoiy ruling on the recoverability of certain MISO charges. 
The comparable quarter last year benefited by $8.9 million related to a third-party buyout of a bankruptcy claim relating to the rejection of a 
shipper's long-term contract. 

E . X ~ ~ ~ !  
Operating expenses for the first six months of 2006 were $1,123.0 million, an increase of $14.3 million fiom the 2005 period. Excluding 
increases in expenses that are recovered through regulatory trackers and coxresponding increases in net revenues (see discussion above), 
operating expenses decreased approximately $18 million. The decrease was primarily due to impacts in the second quarter of 2005 which 
included $20.9 million of restructuring and transition charges associated with the IBM outsourcing initiative, a $10.9 million charge for 
obsolete software systems and a $10.9 million impairment charge related to goodwill at Kokomo Gas. Operating expense increases in the first 
half of 2006 included transition and other restructuring charges associated with the IBM agreement of $9.4 million and asset impairment 
charges of $5.8 million. In addition, operating expenses increased within the Gas Transmission and Storage Operations Segment by 
$4.9 million due primarily to higher pipeline integrity expenses. 

Otller Income (Deductions) 
Interest expense, net was $188.7 million for the first six months of 2006 compared to $2053 million for the first six months of last year. This 
decrease of $16.8 million was mainly due to the refinancing of $2.4 billion in long-term debt at lower rates during 2005, partially offset by 
higher short-term interest rates. Other, net was a loss of $6.1 million for the first half of 2006 compared to income of $3.1 million for the 
comparable 2005 period due to lower interest income and increased costs associated with the sale of accounts receivable. Higher fees, due to 
higher interest rates, and increased levels of accounts receivable balances resulted in the higher expenses associated with the sale of accounts 
receivable. 

Income Taxes 
Income tax expense for the first six months of 2006 was $108.2 million, a decrease of $27.7 million compared to the 200.5 period, due 
primarily to lower pre-tax income and a lower effective tax rate. The effective tax rate for the six months ended June 30, 2006 was 35.8% 
compared to 38.5% for the comparable period last year. This 2.7% decrease reflects reductions in deferred state income tax liabilities recorded 
in the first quarter of 2006 and the impact of the non-deductible goodwill impairment charge and increased taxes related to Ohio income tax 
law changes recorded in the second quarter of 2005, offset by additional tax expense associated with the reduction in low income housing 
credits. 

Liquidity and Capital Resources 

Generally, cash flow from operations has provided sufficient liquidity to meet operating requirements. A significant portion of NiSource's 
operations, most notably in the gas distribution, gas transportation and electric businesses, is subject to seasonal fluctuations in cash flow. 
During the heating season, which is primarily from November through 
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March, cash receipts from gas sales and transportation services typically exceed cash requirements. During the summer months, cash on hand, 
together with the seasonal increase in cash flows from the electric business during the summer cooling season and external short-term and long- 
term financing, is used to purchase gas to place in storage for heating season deliveries, perform necessary maintenance of facilities, make 
capital improvements in plant and expand service into new areas. The recent increase in the price of natural gas has resulted in an increase in 
working capital requirements to fund the cost of gas placed in storage, the cost of gas flowing directly to our customers and the related increase 
in accounts receivable. While the previous credit agreements were projected to adequately meet these needs, on July 7,2006, NiSource Finance 
amended its $1.25 billion credit facility increasing its aggregate conmiitment level to $1 ..5 billion to help maintain a reasonable cushion of 
short-temi liquidity. 

Net cash from operating activities for the six months ended June 30, 2006 was $1,020.7 million, an increase of $83.0 million from the six 
months ended June 30,2005. This increase was primarily due to a significant reduction in outstanding accounts receivable and the collection of 
under-recovered gas cost partially offset by the impact in 2006 of reduced accounts payable balances. High gas cost in December 2005 resulted 
in unusually large balances in accounts receivable, accounts payable and under-recovered gas cost. A federal tax refund in the first quarter of 
2005 compared to a tax payment in the first quarter of 2006 also decreased net cash from operating activities period over period. 

Capital expenditures of $267.6 million in the first six months of 2006 were $24.5 million higher than the comparable 2005 period. The 
spending for the first six months primarily reflected on-going system improvements and upgrades to maintain service and reliability. Capital 
spending is expected to increase in 2006 compared to last year, mainly for increased integritymanagement improvements in the pipeline 
segment and expenditures to replace key corriponerits within electric generation in addition to new business projects. The program is expected 
to be funded primarily via cash from operations. 

Financing Activities 
On July 29, 2003, NiSource filed a shelf registration statement with the SEC to periodically sell up to $2.5 billion in debt securities, conxnoii 
and preferred stock, and other securities. The registration statement became effective on August 7, 2003, which when combined with 
NiSource’s pre-existing shelf capacity, provided an aggregate $2.8 billion of total issuance capacity. As of June 30, 2006, NiSource’s shelf 
capacity was $850 million. 

Citntirlative Preferred Stock. On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total 
redeinptioii value of $8 1.6 million. 

Long-term Debt. During May 2006, NiSource redeemed $2.5.0 million of Capital Markets medium-teim notes, with an average interest rate of 
1.50%. 

During April 2006, NiSource redeemed $15.0 million of Capital Markets medium-teim notes, with an average interest rate of 7.75%. 

During June 200.5, Northem Indiana redeemed $39.3 million of its medium-term notes and Bay State redeemed $10.0 million of its medium- 
term notes with an average interest rate of 6.79% and 6..58%, respectively. 

During April 2005, NiSource redeemed $30.0 million of Capital Markets medium-term notes, with an average interest rate of 7.67% 

Credit Facilities. During July 2006, NiSource Finance amended its $1.25 billion five-year revolving credit facility increasing the aggregate 
commitment level to $ 1 3  billion and extending the termination date to July 201 1. The amended facility will help maintain a reasonable cushion 
of short-tern? liquidity in anticipation of continuing volatile natural gas prices. During November 2005, NiSource Finance entered into a new 
$300 million nine-month revolving credit agreement with Dresdner Kleinwort Wasserstein LLC that expires September 5, 2006. 

I . .  
OPELatbg A C t L Y B C S  

Investl~g Activities 
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NiSource Finance had outstanding credit facility advances of $420.0 million at June 30, 2006, at a weighted average interest rate of 5.44%, and 
advances of $898.0 million at December 3 1, 2005, at a weighted average interest rate of 4.95%. As of June 30, 2006 and December 31, 2005, 
NiSource Finance had $91.7 million and $101.6 million of stand-by letters of credit outstanding, respectively. At June 30, 2006, $63.6 million 
of the $9 1.7 million total outstanding letters of credit resided within a separate bi-lateral letter of credit arrangement with Barclays Bank that 
NiSource Finance obtained during February 2004. Of the remaining $28.1 million of stand-by letters of credit outstanding at June 30, 2006, 
$24.7 million resided under NiSource Finance’s five-year credit facility and $3.4 niillion resided under an uncommitted arrangement with 
another financial institution. As of June 30, 2006, $1,105.3 million of credit was available under both credit facilities. 

Sale of Trade Accorirzts Receivables. On May 14, 2004, Columbia of Ohio entered into an agreement to sell, without recourse, substantially all 
of its trade receivables, as they originate, to CORC, a wholly owned subsidiary of Columbia of Ohio. CORC, in turn, is party to an agreement, 
also dated May 14, 2004, under the ternis of which it sells an undivided percentage ownership interest in the accounts receivable to a 
commercial paper conduit. The agreement, which had a scheduled expiration date of May 12, 2006, was extended for another year to May 11, 
2007. The agreement was further amended on July 1, 2006 increasing the program limit from $300 million to $3.50 million and extending the 
expiration date to June 29, 2007. As of June 30, 2006, $175 million of accounts receivable had been sold by CORC. 

Under the agreement, Columbia of Ohio acts as administrative agent, by performing record keeping and cash collection fiinctions foi, the 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 

On December 30, 2003, Northern Indiana entered into an agreement to sell, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiary of Nortliei-n Indiana. NRC, in turn, is party to an agreement under the term of which it sells an undivided 
percentage ownership interest in the accounts receivable to a commercial paper conduit. The conduit can purchase up to $200 million of 
accounts receivable under the agreement. NRC’s agreement with the commeicial paper conduit has a scheduled expiration date of 
December 22, 2006, and can be renewed if mutually agreed to by both parties. As of June 30,2006, NRC had sold $200 million of accounts 
receivable. IJnder the arrangement, Northern Indiana may not sell any new receivables if Northern Indiana’s debt rating falls below BBB- or 
Baa3 at Standard and Poor’s and Moody’s, respectively. 

LJnder the agreement, Northern Indiana acts as administrative agent, performing record keeping and cash collection functions for the accounts 
receivable sold. Northern Indiana receives a fee, which provides adequate compensation, for such services. 

Market Risk Disclosures 

Through its various business activities, NiSource is exposed to both non-trading and trading risks. The non-trading risks to which NiSource is 
exposed include interest rate risk, commodity market risk and credit risk of its subsidiaries. The risk resulting from trading activities consists 
primarily of comniodity market and credit risks. NiSource’s rislc management policy permits the use of certain financial instruments to manage 
its niarket risk, including fiitures, forwards, options and swaps. 

Various analytical techniques are eniployed to measure and monitor NiSource’s market and credit risks, including VaR. VaR represents the 
potential loss or gain for an instrument or portfolio from changes in market factors, for a specified time period and at a specified confidence 
level. 

Nom-Tradin? Risks 
Conlmodity price risk resulting from non-trading activities at NiSource’s rate-regulated subsidiaries is limited, since regulations allow recovery 
of prudently incurred purchased power, fuel and gas costs through the rate-making process. If states should explore additional regulatory 
reform, these subsidiaries may begin providing services without the benefit of the traditional rate-making process and may be more exposed to 
commodity price risk. 
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NiSource is exposed to interest rate risk as a result of changes in interest rates on bouowings under revolving credit agreements, variable rate 
pollution control bonds and floating rate notes, which have interest rates that are indexed to short-term market interest rates. NiSource is also 
exposed to interest rate risk due to changes in interest rates on fixed-to-variable interest rate swaps that hedge the fair value of long-term debt. 
Based upon average borrowings and debt obligations subject to fluctuations in short-term market interest rates, an increase in short-term 
interest rates of 100 basis points (1%) would have increased interest expense by $5.5 million and $1 1.6 million for the quarter and six months 
ended June 30, 2006, respectively. 

Credit Risk 
Due to the nature of the industry, credit risk is a factor in many of NiSource’s business activities. NiSource’s extension of credit is governed by 
a Corporate Credit Risk Policy. Written guidelines approved by NiSource’s Risk Management Committee document the management approval 
levels for credit limits, evaluation of creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored by the 
Corporate Credit Risk function which is independent of all commercial and trading operations. Credit risk arises because of the possibility that 
a customer, supplier or counterparty will not be able or willing to fulfill its obligations on a transaction on or before the settlement date. For 
derivative contracts such as interest rate swaps, credit risk arises when counterparties are obligated to pay NiSource the positive fair value or 
receivable resulting from the execution of contract terms. Exposure to credit risk is measured in tenns of both current and potential exposure. 
Current credit exposure is generally measured by the notional or principal value of financial instruments and direct credit substitutes, such as 
comiiitnients, stand-by letters of credit and guarantees. Because many of NiSource’s exposures vary with changes in market prices, NiSource 
also estimates the potential credit exposure over the remaining term of transactions tlurough statistical analysis of market prices. In determining 
exposure, NiSource considers collateral that it holds to reduce individual counterparty credit risk. 

Trading Rklsl 
Tlie transactions associated with NiSource’s power and natural gas trading operations give rise to various risks, including market risks resulting 
from the potential loss from adverse changes-in the market prices of elect&& and natural gas. TPC, on behalf of Whiting Clean Energy, has 
entered into power and gas derivative contracts in the second quarter of 2006 to manage price risk associated with operating Whiting Clean 
Energy. These power and gas trading derivatives relating to the expected operation of Whiting Clean Energy are not being accounted for as 
hedges, and where these contracts require settlement by physical delivery they are often net settled in accordance with industry standards. 
TPC’s other power trading activities were all settled as of December 3 1,2005. 

Fair value represents the amount at which willing parties would transact an arms-length transaction. Fair value is deteiinined by applying a 
current price to the associated contract volume for a commodity. The current price is derived from one of three sources including actively 
quoted markets such as the NYMEX, other external sources including electronic exchanges and over-the-counter brolter-dealer markets, as well 
as financial models such as the Black-Scholes option pricing model. 

Market Risk Measurement 
Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, volatilities, correlations or other market 
factors, such as liquidity, will result in losses for a specified position or portfolio. NiSource calculates a one-day VaR at a 95% confidence level 
for the power trading group and the gas marketing group that utilize a variance/covaiiance methodology. Based on the results of the VaR 
analysis, the daily market exposure for power trading on an average, high and low basis was zero, during the second quarter af 2006. The daily 
market exposure for the gas marketing and trading portfolios on an average, high and low basis was $0.2 million, $0.3 million and $0.1 million 
during the second quarter of 2006, respectively. Prospectively, management has set the VaR limit at $0.8 million for gas marketing. Exceeding 
this limit would result in management actions to reduce portfolio risk. The VaR limit for power trading was $2.5 million, however, this limit 
was reduced to zero in the third quarter of 2005 with the settlement of all power trading contracts. Power and gas derivative contracts entered 
into to manage price risk associated with Whiting Clean Energy are limited to quantities surrounding the physical generation capacity of 
Whiting Clean Energy and the gas requirements to operate the facility. 

Refer to Note 9, “Risk Management and Energy Trading Activities,” in the Notes to Consolidated Financial Statements for further discussion 
of NiSource’s risk management. 
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Off Balance Sheet Arrangements 

NiSource has issued guarantees that support up to approximately $75 1.4 million of commodity-related payments for its cuxent subsidiaries 
involved in energy marketing and power trading and to satisfy requirements under forward gas sales agreements of current and foiiner 
subsidiaries. These guarantees were provided to counterparties in order to facilitate physical and fiiiancial transactions involving iiatural gas 
and electricity. To the extent liabilities exist under the commodity-related contracts subject to these guarantees, such liabilities are included in 
the Consolidated Balance Sheets. 

NiSource has purchase and sales agreement guarantees totaling $82.5 million, which guarantee performance of the seller’s covenants, 
agreements, obligations, liabilities, representations and warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perform or otherwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

NiSource has other guarantees, operating leases, and lines and letters of credit outstanding. Refer to Note 9, “Risk Management and Energy 
Trading Activities,” and Note 14-A, “Guarantees and Indemnities,” in the Notes to Consolidated Financial Statements for additional 
infoimation about NiSource’s off balance sheet arrangements. 

Other Information 

Recently .Adopted Accounting Pronouncements 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1,2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of conipensation over the service period for awards expected to vest. In accordance with the modified prospective 
tl-ansition method, NiSource’s consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awai,ds 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No. 123R. NiSource recognized a 
cumulative effect of change in accounting principle of $0.4 million, net of income taxes, which reflects the net cumulative impact of estimating 
future forfeitures in the determination of period expense, rather than recording forfeitures when they occur as previously permitted. NiSource 
anticipates that other than the requirement for expensing stock options, the current share-based awards will continue to be accounted for 
substantially as they are currently. For 2006, NiSource’s Board has determined that it would not provide incumbent executives additional 
grants of options, restricted or contingent shares. As of June 30, 2006, the total remaining unrecognized compensation cost related to non- 
vested awards amounted to $20.4 nullion, which will be amortized over the weighted-average remaining requisite service period of 2.7 years. 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and enor corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15,2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 154. 

FIN 47 - Accounting for Conditional Asset Retirement Obligations. In March 200.5, the FASB issued FIN 47 to clarify the accounting for 
conditional asset retirement obligations and to provide additional guidance for when an entity would have sufficient informatioil to reasonably 
estimate the fair value of an asset retirement obligation, as used in SFAS No. 143. This interpretation is effective for fiscal years ending after 
December 15, 2005. NiSource 
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has adopted FIN 47 in the fourth quarter 2005. Refer to Note 12, “Asset Retirement Obligations,” in the Notes to Consolidated Financial 
Statements foi additional infoimation. 

Recently.1ssued Accountinp Pronouncements 

FIN 48 - Accounting for Uncertainty in Income Taxes. In June 2006, the FASB issued FIN 48 to reduce the diversity in practice associated 
with certain aspects of the recognition and measurement requirements related to accounting for income taxes. Specifically, this interpretation 
requires that a tax position meet a “more-likely-than-not recognition threshold” for the benefit of an uncertain tax position to be recognized in 
the financial statements and requires that benefit to be measured at the largest amount of benefit that is SO% likely of being realized upon 
ultimate settlement. When deteimining whether a tax position meets this 50% threshold, it is to be based on whether it is probable of being 
sustained on audit by the appropriate taxing authorities, based solely on the technical merits of the position. NiSource is currently reviewing the 
provisions of FIN 48 to determine the impact it may have on its Consolidated Financial Statements and Notes to Consolidated Financial 
Statements. This Interpretation is effective for fiscal years beginning after December 15, 2006. 

Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. On March 31, 2006, the FASB issued an Exposure 
Draft, “Employers’ Accounting for Defined Benefit Pension and Other Postretirenient Plans,” an amendment of SFAS No. 87, 88, 106, and 
132R. This proposed Statement seeks to improve existing reporting for defined benefit postretirement plans by requiring employer business 
entities to recognize in tlie statement of financial position the overfunded or underfunded status of a defined benefit Postretirement plan 
measured as the difference between the fair value of the plan assets and the benefit obligation, among other changes. Based on the 
measurement of the various defined benefit pension and other postretirement plans’ assets and benefit obligations at December 3 1, 200.5, the 
impact of the proposed Statement, should it have been in effect at December 31,2005, would have reduced Total Other Assets by 
approximately $69 million, increased Total Other Liabilities and Deferred Credits by approximately $17 1 million and decreased total common 
stock equity by approximately $240 million. The proposed rules will not have an impact on the Statement of Consolidated Income at adoption 
and all impacts are non-cash. Upon adoption of the proposed rules, NiSource would be required to change its measurement date for its pension 
and postretirement benefit plans from September, 30 to December, 3 1. The FASB is currently deliberating on the proposed iules based on 
comment letters received aiid other factors. The release of a final interpretation is scheduled for September of 2006, with an effective date for 
fiscal years ending after December 15, 2006. 

RESULTS AND DISCUSSION OF SEGMENT OPERATIONS 

Presentation of Segment Information 
NiSource’s operations are divided into four primary business segments; Gas Distribution Operations, Gas Transmission and Storage 
Operations, Electric Operations, and Other Operations. 
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Gas Distribution Operations 

Six Months Thiee Months 
Ended June 30, Ended June 30, 

(in /iriNions) 2006 2005 2006 2005 
Net Revenues 

Sales Revenues $697.1 $749.3 $ 2,881.8 $ 2,766.6 
Less: Cost of gas sold 452.2 480.2 2,076.4 1,899.4 

Net Revenues 244.9 269.1 805.4 867.2 
Operating Expenses 

Operation and maintenance 163.3 169.3 391.8 368.0 

Impairment and gain on sale of assets - 10.5 
I_ 10.5 

Other taxes 29.3 27.3 98.0 96.0 
Total Operating Expenses 250.9 263.4 605.4 586.6 
Operating Iiicome (Loss) $ (6.0) $ 5.7 $ 200.0 $ 280.6 

Depreciation and amortization 58.3 56.3 1 1  5.6 112.1 

Revenues ($ in Millions) 
Residential 
Commercial 
Industrial 
Off System 

373.4 455.0 1,855.8 1,798.8 
134.3 162.3 686.9 653 .0 
63.3 64.5 178.7 174.5 

142.8 69.2 238.1 120.3 
Other- (16.7) (1.7) (77.7) 20.0 

Total 697.1 749.3 2,881.8 2,766.6 

Sales and Transportation (MMnth) 
Residential 
Commercial 
Industrial 
Off System 

30.3 38.1 146.9 180.1 
25.3 28.0 94.3 106.7 
83.3 86.7 181.4 197.1 
19.1 9.2 29.9 16.3 

Other 0.2 0.1 0.5 0.5 
Total 158.2 162.1 453.0 500.7 

Heating Degree Days 
Normal Heating Degree Days 
YO Colder (Warmer) than Normal 

Customers 
Residential 
Commercial 
Industrial 

41 0 486 2,683 3,159 
482 483 3,107 3,110 
(15)0/, 1 Yo (1 4)"/0 2% 

3,019,568 3,007,696 
285,138 287,547 

8,262 8,4 13 
Other 72 61 

Total 3,313,040 3,303,717 

NiSaurce's natural gas distribution operations serve approximately 3.3 million customers in nine states: Ohio, Indiana, Pennsylvania, 
Massachusetts, Virginia, Kentucky, Maryland, New Hampshire and Maine. The regulated subsidiaries offer both traditional bundled services as 
well as transportation only for customers that purchase gas from alternative suppliers. The operating results reflect the temperature-sensitive 
nature of customer demand with over 71% of annual residential and commercial throughput affected by seasonality. As a result, segment 
operating income is higher in the first and fourth quarters reflecting the heating demand during the winter season. 
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Gas Distribution Operations (continued) 

Restructuring 
Payments made foi, all restructuring initiatives within Gas Distribution Operations amounted to $1 .S million and $2.4 niillion for the second 
quarter and fiist six months of 2006, respectively, and the restructuring liability reinaining at June 30, 2006 was $6.5 million. Refer to Note 6, 
“Restructuring Activities,” in the Notes to Consolidated Financial Statements for additional information regarding restructuring initiatives for 
the Gas Distribution Operations segment. 

Reeulatory Matters 
Gas Distribution Operations continues to offer CHOICE @ opportunities, where customers can choose to purchase gas from a third pasty 
supplier, through regulatory initiatives in all of its jurisdictions. As of June 2006, approximately 678 thousand of Gas Distribution Operations’ 
residential, small conimercial and industrial customers were using an alternate supplier. 

On December 17,2003, the PUCO approved an application by Columbia of Ohio and other Ohio LDCs to establish a tracking mechanism that 
provides for iecovery of current bad debt expense and for the recovery over a five-year period of previously deferred uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the defeiied uncollectible accounts receivables and establishment of future bad debt 
recovery requirements in November 2004. On May 3 1, 2006, the PUCO approved Columbia of Ohio’s application to increase its Uncollectible 
Expense Rider rate. This application was based on projected annual bad debt recovery requirements of $37.0 million. As of June 30, 2006, 
Columbia of Ohio has $41 .O million of uncollected accounts receivable pending future recovery. 

On November 21, 2005, Columbia of Ohio filed an application with the PUCO, requesting authority to increase its PIP rider rate froin 
$.082 1/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s deferred PIP balance over a twelve-month period plus 
the expected level of arrears during the succeeding twelve-month period. On December 23, 200.5, Columbia of Ohio supplemented its 
application, and as an alternative offered to extend the recovery period for its deferred balance over 36 months, with carrying costs. This filing 
provided, in the alternative, for the implementation of a revised PIP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application 
indicated that the PIP rate contained in its November 21, 2005 application would be billed absent express PUCO approval of the alternative 
within the 4.5-day review process. The PUCO took no action within the 4.5-day period, and on January 9, 2006, Columbia of Ohio filed revised 
tariffs to reflect the new $.6449/Mcf PIP rider rate, effective with Februaiy 2006 bills. On Februaly 1, 2006, the PUCO issued an Entry in 
which it indicated that it had approved Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6, 2006). On 
February 28, 2006, Columbia of Ohio filed revised tariffs, reflecting the lower PIP rider rate of S.4004 /Mcf and an extensioii of the recovery 
period for its deferred balance over 36 months, with carrying costs, to be effective with bills rendered on and after March 2, 2006. On 
February 6, 2006, the Office of the Consumers’ Counsel filed an application for rehearing. By Enby on Rehearing dated March 7, 2006, the 
PUCO denied the application for rehearing. On April 6, 2006, the Office of Consumers’ Counsel and other consumer groups filed a second 
application for rehearing. Columbia of Ohio filed a memorandum contra on April 17,2006. By Entiy on Rehearing dated May 3, 2006, the 
PUCO denied consumer groups’ second applications for rehearing. 

On November 2, 2005, Columbia of Virginia filed an Application with the VSCC for approval of a performance based rate-making 
methodology (“PBR Plan”), which would freeze non-gas cost rates at their current levels for five years beginning January 1, 2006. The VSCC 
issued a Preliminary Order on November 9,  2005 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the justness and reasonableness of Columbia of Virginia’s current rates, charges and teims and conditions of service. The Preliniinary 
Order initially required Columbia of Virginia to file the schedules typically required for a general rate case application on or before February 3, 
2006. By Order dated January 4, 2006, the VSCC granted a Columbia of Virginia Motion to extend the filing of schedules until May 1, 2006 
and issued a fin-ther Order on April 21, 2006 extending the time to file certain of the schedules until May 8, 2006. The required schedules were 
filed on May 1, 2006 and May 8, 2006. The VSCC issued an Order for Notice and Hearing on May 19, 2006. Columbia of Viiaginia filed 
testimony in support of its filings on May 19, 2006, June 1, 2006 and June 16, 2006. A hearing in these matters is scheduled to commence on 
November 29,2006. 
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Gas Distribution Operations (continued) 

In accordance with the IURC’s 1999 Order that permits Northern Indiana to utilize a flexible GCA mechanism to recover its pipeline demand 
costs annually and changes in commodity gas costs monthly, Noithem Indiana filed GCA7, covering the period November 1,2005 tlxough 
October 3 1,2006 on August 29,200.5. The IURC approved Northem Indiana’s GCA 7 on July 26,2006. 

On J d y  13, 2005, Northern Indiana and other parties filed a joint Stipulation and settlement Agreement with the ITJRC resolving all teirns of a 
new gas ARP program. The IURC approved the Settlement on January 3 1, 2006. The new ARP is effective May 1, 2006 through April 30, 
2010. The new ARP continues key products and services including Northern Indiana’s Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northem Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term of this agreement. 

On May 16, 2006, Northern Indiana filed a petition to simplify its residential rate structure, stabilize revenue streams and provide the company 
incentives to encourage energy efficiency measures. A hearing on the cause is set for the fourth quarter of 2006 with full resolution anticipated 
in the first quarter 2007 

Environmental Matters 
Currently, various environmental matters impact the Gas Distribution Operations segment. As of June 30, 2006, a reserve has been recorded to 
cover probable environmental response actions. Refer to Note 14-C, “Environmental Matters,” in the Notes to Consolidated Financial 
Statements for additional information regarding environmental matters for Gas Distribution Operations I 

weather 
In general, NiSource calculates the weather related revenue variance based on changing customer demand driven by weather variance from 
normal heating degree-days. Normal is evaluated using heating degree days across the NiSource distribution region. While the temperature 
base for nieasuring heating degree-days (Le. the estimated average daily temperature at which heating load begins) varies slightly across the 
region, the NiSource composite measurement is based on 62 degrees. 

Weather in the Gas Distribution Operation’s territories for the second quarter of 2006 was 16% wairner than the comparable quarter in 200.5, 
and 15% warmer than nornial overall. 

For the first six months of 2006, weather was 1.5% warmer than the comparable 200.5 period and 14% wairner than noirnal 

Total volunies sold and transported of 1.58.2 MMDth for the second quarter of 2006, decreased 3.9 MMDth from the same period last year. 
This decrease in volunie was experienced across residential, comniercial, and industrial markets and was attributable mainly to the mildel, 
weather and decreased residential customer usage cornpared to the same period last year. Decreases in commercial and industrial customers 
also contributed to this decrease in gas volume. 

For the six month period ended June 30, 2006, total volumes sold and transported were 453.0 MMDth, a decrease of 47.7 MMDth from the 
same period in 200.5. This decrease was primarily reflecting decreased residential, commercial, and industrial sales, which was athibutable 
mainly to the milder weather, and decreased residential customer usage, partially offset by increased off-system sales and transportation sales 
in the first half of 2006 compared to the first half of 200.5. 

TlxQc!ghpl!t 
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N@KCYenue.S 
Net revenues for the three nioriths ended June 30, 2006 were $244.9 million, a decrease of $24.2 million from the same period in 2005 due 
primarily to the impact of warmer weather amounting to approximately $17 million for the quarter, the impact of a $5.9 million gas cost 
adjustment recognized in the comparable period last year and approximately $5 million due to residential usage declines. These decreases in 
net revenues were partially offset by increased off-system sales. The increase in off-system revenues resulted from short-term market 
opportunities, which are shared with customers under various regulatory mechanisms. Regulatory trackers, which are offset in operating 
expense, increased $5.0 million cornpared to the second quarter of 200.5. 

For the six month period ended June 30, 2006, net revenues were $805.4 million, a $61.8 million decrease from the same period in 2005. This 
decrease in net revenues was due primarily to the impact of warnier weather amounting to approximately $63 million and a decline in 
residential usage of approximately $16 million, a $3 “6 niillion decline in transportation revenue due to reduced throughput, and the unfavorable 
impact of $2.5 niillion of gas cost adjustments in the comparable periods. These decreases in net revenues were partially offset by a 
$29.8 million increase in revenues from regulatory trackers, which are offset in operating expense. 

Operating Income 
For the second quarter of 2006, Gas Distribution Operations reported an operating loss of $6.0 million compared to operating income of 
$5.7 million for the same period in 2005. The decrease in operating income was mainly attributable to reduced net revenues described above. 
The comparable quarter last year was impacted by an $1 1.2 million restructuring charge and a $10.9 million goodwill impairment loss related 
to Kokomo Gas. Operating expenses were impacted by increases in accrued sales taxes in the second quai-ter of 2006 due to the reversal of a 
$5.8 million sales tax reserve in the comparable quarter last year and increased depreciation. 

Operating income for the first six months of 2005 totaled $200.0 million, an $80.6 million decrease compared to the same period in 2005, 
largely attributable to reduced net revenues described above and transition costs associated with the IBM agreement amounting to $8.6 million, 
The comparable period last year was impacted by an $1 1.2 inillion restructuring charge and a $10.9 million goodwill impairment loss related to 
Kol~orno Gas. Operating expenses were impacted by accrued sales taxes in the second quarter of 2006 due to the reversal of a $5.8 million sales 
tax reserve in the comparable quai-ter last year and increased depreciation. 

NISOURCE INC. 
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Gas Transmission and Storage Operations 

Three Months Six Months 
Ended June 30, Ended June 30, 

(111 1~111110~1s) 2006 2005 2006 2005 

Operating Revenues 
Transportation ievenues $ 152.8 $ 1502 $ 337.0 $ 3286 
Stoiage reveiiues 43.8 44.0 88.2 89 2 
Othei revenues 2.6 1.6 5.6 7.7 

Total Operating Revenues 199.2 195.8 430.8 425 5 
Less: Cbst of g& sold 3.9 6.4 9.3 11.9 
Net Revenues 195.3 189.4 421.5 413.6 
Operating Expenses 

Operation and maintenance 
Depreciation and amortization 
Loss on sale of assets 

73.8 69.8 146.1 141.2 
28.6 28.6 57.3 56.7 

- 0.5 - 0.5 
13.4 14.2 28.3 29.4 

116.3 112.6 232.2 227.3 
Operating Income $ 79.0 $ 76.8 $ 189.3 $ 186.3 

Other taxes - 
Total Operating Expenses - 

Throughput (MMDth) 
Colunibia Transmission 

Market Area 
Columbia Gulf 

Mainline 
Short-haul 

Columbia Pipeline Deep Water 
Crossroads Gas Pipeline 

170.0 168.5 498.5 564.1 

128.0 143.0 289.6 28 I .7 
30.8 23.4 47.4 41.6 

2.2 3.2 5.1 6.7 
9.0 10.0 20.0 22.0 

Granite State Pipeiine 4.5 5.7 16.1 19.6 
Intrasegment elininations (122.4) - (14 1.6) (27 8.7) (2 8 0.2) 

655.5 Total - 222.1 212.2 598.0 I 

NiSource’s Gas Transmission and Storage Operations segment consists of the operations of Columbia Transmission, Columbia Gulf, Columbia 
Deep Water, Crossroads Pipeline, Granite State Gas and Central Kentucky Transmission. In total NiSource owns a pipeline network of 
approximately 16 thousand miles extending from offshore in the Gulf of Mexico to New York and the eastern seaboard. The pipeline network 
serves customers in 19 northeastern, mid-Atlantic, midwestern and southern states, as well as the District of Columbia, In addition, the 
NiSource Gas Transmission and Storage Operations segment operates one of the nation’s largest underground natural gas storage systems. 

Restructuring 
Payments made for all restructuring initiatives within Gas Transmission and Storage Operations amounted to $0.6 million and $1.1 million for 
the second quarter and first six months of 2006, respectively, and the restructuring liability reniaining at June 30, 2006 was $2.3 million. R.efer 
to Note 6, “Restructuring Activities,” in the Notes to Consolidated Financial Statements for additional information regarding restnicturiiig 
initiatives for the Gas Transmission and Storage Operations segment. 

Regulatoxy M-aGrs 
011 June 30, 2005, the FERC issued the “Order On Accounting for Pipeline Assessment Costs.” This guidance was issued by the FERC to 
address consistent application across the industry for accounting of the DOT’S Integrity Management Rule. The effective date of the guidance 
is Januaiy 1, 2006 after which all assessment costs will be recorded as operating expenses. Importantly, the rule specifically provides that 
amounts capitalized in periods prior to January 1, 2006 will be permitted to remain as recorded. It is anticipated that operating expenses will 
increase 
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approximately $7 - $12 million in future years related to this guidance and the expenditures NiSource expects to incur to comply with the 
DOT’S Integrity Management Rule. 

On July 20, 2006, the FERC issued a declaratory order in response to a petition filed by Tennessee Gas Pipeline. The petition related to a 
Tennessee Gas Pipeline request to establish an interconnection with the Columbia Gulf operated portion of the Blue Water Pipeline system. 
Columbia Gulf has a long-standing practice of providing interconnections with other interstate pipelines only as long as there is an 
interconnection agreement in place that governs the rules of the interconnection. Among other things, these agreements help protect the 
integrity of Columbia Gulf‘s system and the reliability of service to its customers. The Commission ruled that Tennessee Gas Pipeline’s 
interconnection request should be governed by the existing Blue Water Pipeline operating agreement between Columbia Gulf and Tennessee 
Gas Pipeline. 

In the declaratory order, the FERC also referred the matter to the Office of Enforcement to determine if there should be any action taken 
against Columbia Gulf for failing to comply with prior orders that directed Columbia Gulf to allow Tennessee Gas Pipeline to make an 
interconnection. Columbia Gulf has acted in good faith throughout the proceeding and is disappointed with FERC’s referral of this matter to 
the Office of Enforcement. However, Columbia Gulf is cooperating with the Office of Enforcement while Columbia Gulf considers whether to 
seek rehearing of the declaratory order issued by the FERC in this matter. 

NISOURCE, INC. 

Environmental Matters 
Currently, various environmental matters impact the Gas Transmission and Storage Operations segment. As of June 30, 2006, a reserve has _ .  
been recorded to cover probable environmental response actions. Refer to Note 1&C, -“Environm&tal Matters,” in the Notes to Consolidated 
Financial Statements for additional information regarding environmental matters for Gas Transmission and Storage Operations. 

Tax Matters 
On July 28, 2006, the Ohio Board of Tax Appeals issued a favorable decision in the matter of Columbia Gas Transmission Corporation vs. 
Thomas M. Zaino, Tax Commissioner of Ohio. The Board iuled that Columbia Transmission’s Ohio operations fall within the statutory 
definition of both a “natural gas company” and a “pipeline company” and that Columbia Transmission’s property is to be assessed at the 
significantly lower “natural gas company” assessment ratio beginning with the 200 1 tax year. The Ohio Tax Commissioner appealed the 
decision to the Ohio Supreme Court on July 3 1, 2006. The final outcome of the case and its impact on the financial statements are uncertain at 
this time. 

Pnposed Millennium Pipeline Project 
Millennium has proposed a pipeline project, in which Columbia Transmission is participating and will serve as operator, which will provide 
access to a number of supply and storage basins and the Dawn, Ontario trading hub. The project is currently being marketed in two phases. 
Phase 1 of the project is to begin at a proposed interconnect with Empire, an existing pipeline that originates at the Canadian border and 
extends easterly towards Syracuse, New York. Empire would construct a lateral pipeline southward to connect with Millennium near Coining, 
New York. Millennium would extend eastward to an interconnect with Algonquin Gas Transmission at Ramapo, New York. As currently 
planned, Phase 2 would cross the Hudson River, linking to the New York City metropolitan market. 

The FERC issued an order in September 2002 in which it granted final certificate authority for the original Millennium project, but specified 
that Millennium could not begin construction until certain environmental and other conditions were met. One such condition, impacting what is 
now being marketed as Phase 2 of the project, was conipliance with the Coastal Zone Management Act, which is administered by the NYDOS. 
NYDOS determined that the Hudson River crossing plan was not consistent with the Coastal Zone Management Act. Millennium’s appeal of 
that decision to the United States Department of Commerce was denied. Millennium filed an appeal of the United States Department of 
Coimierce d i n g  relating to the project’s Hudson River crossing plan in the United States Federal District Court on February 13, 2004. On 
March 31, 2006, the United States Federal District Court denied Millennium’s appeal. On May 3, 2006 Millenniuin filed with FERC requesting 
it vacate portions of the Millennium certificate that relate to the Phase 2 facilities and any conditions relating to Phase 2. This 
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reflects Millennium’s decision not to appeal the LJnited States Federal District Court ruling. Phase 2 options are still being studied. 

On August 1, 2005, Millennium submitted a certificate amendment filing to the FERC. This amended filing requests authorization from the 
FERC to construct the project in phases, details construction and development plans for Phase 1 of the project, and includes executed precedent 
agreements for service on Phase 1 of the project. On May 3, 2006, Millennium made a second amended certificate filing to the FERC. This 
filing reflected the new partnership agreements and reconfigured ownership levels as discussed below. It also reflected the change in 
contributed assets from Columbia to Millennium and other project updates. The reconfigured Millennium project relies on completion of some 
or all of several other related pipeline projects proposed by Empire, Algonquin, Iroquois, and Islander East collectively refered to as the 
“Companion Pipelines.” Due to the timing of receipt of the necessary regulatory approvals for Millennium and the Companion Pipelines, the 
targeted in-service date for Phase 1 has been extended to November of 2008. Provided the necessary approvals are received in a timely manner, 
Millennium plans to begin construction in Spring 2007. 

In March 2006, Columbia Atlantic Trading, a NiSource subsidiary, sold its 21 .O% interest in the Millenniuni partnership to KeySpan 
Millennium (owned by KeySpan Coig.) and DTE Millennium (owned by DTE Energy Co.) through an equity redistribution and a re-writing of 
the partnership agreements. The Millennium partnership is now currently made up of the following companies: Columbia Transmission 
(47.5%), DTE Millennium (26.25%), KeySpan Millennium (26.25%). Columbia Transnlission will be the operator. 

Hardy Storage P r j e c t  
In November 2004, Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for natural gas in the eastern United States. Hardy Storage was then formed by 
Colunibia Transmission and Piedniont to develop a natural gas storage field from a depleted natural gas production field in West Virginia. The 
field, which will have the capacity to store approximately 12 Bcf of natural gas, is planned to begin service in the second quarter of 2007, and 
is expected to be able to deliver 176 MMDth per day of firm storage service on behalf of the subscribing customers. Columbia Transmission 
and Piedmont each have a SO% equity interest in the project, and Columbia Transmission will serve as operator of the facilities. 

Both Hardy Storage and Columbia Transmission filed the necessary applications for the projects with the FERC on April 25, 2005, and 
received a favorable order on November 1,2005. On June 29,2006, Columbia Transmission, Piedmont, and Hardy Storage entered into an 
agreement to finance the construction of Hardy Storage. Under the financing agreement, Columbia Transmission issued guarantees securing 
payment for amounts issued in connection with Hardy Storage up until such time as the project is placed in service and satisfies certain 
perfomlance criteria. Additional information on this guarantee is provided in Note 14-A, “Guarantees and Indemnities,” in the Notes to 
Consolidated Financial Statements. Construction began in the first quarter of 2006 and Hardy Storage is expected to be placed in service in the 
second quarter of 2007. 

Otlih Giowtll Pxojjects 
Eastern Market Expansion, a combined storage and transportation project designed to meet core market growth in the mid-Atlantic region that 
already has several binding customer agreements continues with pre-filing activities. 

Sales o f . S ~ l o ~ ~ e 1 - - T ~ ~ . T ~ ~ ~ p o r t a t i o i i  and Storage Services 
Seasonal price fluctuations in the national energy market created opportunities for customers to utilize existing shorter-term transportation and 
storage tariff services provided by Columbia Transmission and Columbia Gulf. A newly redeveloped, Houston-based commercial team has 
capitalized on these opportunities. Columbia Transmission entered into contracts that represent revenues in excess of $30 million of shorter- 
term business for 2006, $19.2 million of which was recorded during the six moths ended June 30, 2006. Columbia Gulfs  mainline throughput 
increased by 3.0% over 2005 due to the increased utilization of these seivices. 
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Through@ 
Throughput for the Gas Transmission and Storage Operations segment totaled 222.1 MMDth for the second quarter 2006, compared to 212.2 
MMDth for the same period in 200.5. The increase of 9.9 MMDth is due to increased sales of shorter-term transportation and storage services 
described above partially offset by warmer weather and lower offshore natural gas production. 

Throughput for the six months ended June 30, 2006 was 598.0 MMDth, a decrease of 57.5 MMDth from the same period in 2005, due to 
warmer weather in the first six months of 2006 than for the comparable period in 200.5, and a continued overall decline of offshore natural gas 
production, and other non-weather factors. 

Net Revenues 
Net revenues were $195.3 million for the second quarter 2006, an increase of $5.9 million from the same period in 2005, primarily due to 
increased sales of shorter-teiin transportation and storage services of approximately $15 million. Seasonal price fluctuations in the national 
energy market continued to create opportunities for customers to utilize existing short-term tariff services. The comparable period last year 
benefited from a third-party buyout of a bankruptcy claim relating to the rejection of a shipper's long-teim contract, which amounted to 
$8.9 million. 

Net revenues were $421.5 million for the first six months of 2006 compared to $413.6 million for the first six months of 2005. The increase in 
net revenues was mainly due to increased subscriptions for demand services and sales of shorter-term transportation and storage services 
amounting to approximately $17 million. The comparable period last year benefited from a third-party buyout of a bankruptcy claim discussed 
above. 

Operating Income 
Operating income was $79.0 nillion for the second quarter 2006 compared to $76.8 million in the second quarter 200.5. Increases in net 
revenues described above were partially offset by increased operating expenses of $3.7 million. Operation and maintenance expenses increased 
as a result of increased pipeline integrity expenses of $2.2 million and higher employee and administrative costs of $1.2 million. 

For the first six months of 2006, operating income of $189.3 million increased $3.0 million compared to the first six months of 200.5 primarily 
due to increased net revenues described above. Operating expenses increased by $4.9 nillion as a result of higher employee and administrative 
costs of $2.9 million and increased pipeline integrity related costs of $2.2 million. 
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Three Months Six Months 
Ended June 30, Ended June 30, 

(111 lllllholls) 2006 2005 2006 2005 
Net Revenues 

Sales revenues $ 302.9 $ 282.2 $ 609.8 $ 564.9 
Less: Cost of sales 111.3 92.6 228.6 188.6 

Net Revenues 191.6 189.6 381.2 376.3 
Operating Expenses 

Operation and maintenance 
Depreciation and amortization 
Gain on sale of assets 

66.4 69.0 126.9 130.1 
46.9 46.2 93.0 91.7 

(0.4) - (0.4) - 
Other taxes 15.0 13.8 29.9 28.5 

Total Operating Expenses 128.3 128.6 249.8 249.9 
Operating Income $ 63.3 $ 51.0 $ 131.4 $ 126.4 

Revenues ($ in millions) 
Residential 79.1 77.3 160.0 150.7 
Commercial 90.6 8.5.7 173.0 158.9 
Industrial 129.9 104.6 255.4 217.0 
Wholesale 9.6 6.3 15.1 13.8 
Other (6.3) 8.3 6.3 24.5 

-- Total 302.9 282.2 609.8 564.9 

Sales (Gigawatt Hours) 
Residential 722.0 768.0 1,483.1 1,535.0 
Commercial 949.5 988.1 1,843.5 1,882.3 
Industrial 2,383.5 2,185.2 4,820.9 4,513.5 
Wholesale 195.9 195.9 348.0 357.1 
Other 11.8 15.9 40.4 48.5 

Total 4,262.7 4,153.1 8,535.9 8,336.4 

Cooling Degree Days 
Normal Cooling Degree Days 
% Warmer (Colder) than Normal 

Electric Customers 
Residential 
Commercial 
Industrial 
Wholesale 

190 280 190 280 
227 227 227 227 
(16%) 23% (1 6%) 23% 

3 9 5,0 0 5 3 92,7 8 8 
51,522 50,697 
2,505 2,519 

11 1.5 
Other 762 769 

Total 4 4 9,8 0 5 446,788 

NiSource generates and distributes electricity, through its subsidiary Northern Indiana, to approximately 450 thousand customers in 2 1 counties 
in the northern part of Indiana. The operating results reflect the temperature-sensitive nature of customer demand with annual sales affected by 
temperatures in the northern part of Indiana. As a result, segment operating income is generally higher in the second and third quarters, 
reflecting cooling demand during the summer season. 
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Market Conditions 
The regulatory frameworks applicable to Electric Operations continue to be affected by fundamental changes that will impact Electric 
Operations’ structure and profitability. Notwithstanding those changes, competition within the industry will create opportunities to compete for 
new customers and revenues. Management has taken steps to improve operating efficiencies in this changing environment. 

The U.S. Steel Industry continues to adjust to changing niai-ket conditions including international competition, increased energy costs, and 
fluctuating demand for their products. The industry has responded with plant consolidation and rationalization to reduce costs and improve 
their position in the market place. Increased use of advanced technology by 1J.S. steel producers has lowered production costs and increased 
productivity, reducing the labor differential between international producers and those in the United States. Steel demand and pricing for the 
second half of 2006 are anticipated to remain steady. Steel inventory levels have remained relatively constant and are anticipated to remain so 
for the rest of 2006. Electric sales to the steel industry in the first half of 2006 were up 8.9% as compared to 2005. 

In 2005, Northem Indiana coal deliveries from the PRB area were limited to 80 - 85% of contracted amounts as a result of maintenance 
problems on track owned ,jointly by the Union Pacific Railroad Company and Burlington Northern Santa Fe Railway Company. Northern 
Indiana met the expected electricity demand through the end of 2005 by changing the fuel blend, which reduced its need for PRB coal. 
Northern Indiana has been blending this fuel for a number of years. In the second quarter of 2006, track maintenance resumed, but Northern 
Indiana did not experience an impact on coal deliveries. 

During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23, 2002, the IURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northern Indiana will 
receive bill credits of approximately $55.1 million each year, for a cumulative total of $225 million, for the minimum 49-month period, 
beginning on July 1, 2002. The credits will continue beyond the minimum period at the same annual level and per the same methodology, until 
the IURC enters a basic rate order that approves revised Northern Indiana’s electric rates subsequent to the mininiuni period. The order 
provides a rate moratorium through July 3 1, 2006. The order also provides that 60% of any future earnings beyond a specified earnings level 
will be retained by Northein Indiana. The revenue credit is calculated based on electric usage and therefore in times of high usage the credit 
may be more than the $55.1 million target. Credits amounting to $22.9 million and $29.2 million were recognized for electric customers for the 
first half of 2006 and 2005, respectively. 

As part of Northein Indiana’s use of the MISO’s transmission service, Day 1, Northern Indiana incurs transmission charges, based upon the 
FERC-approved tariff, as well as administrative fees, which relate to the MISO’s management and operations of the transmission system. Day 
1 transmission charges are recovered through the FAC process. During 2004, an IURC order denied recovery or defeil-a1 of Day 1 
adniinistrative fees during Northern Indiana’s rate moratorium. Day 2 charges consist of fuel-related and non-fuel-related categories. On 
June 1, 2005, the IURC issued an order authorizing Northern Indiana to recover fuel-related Day 2 costs. The order denied recovery or deferral 
of non-fuel Day 2 costs during Northern Indiana’s rate moratorium, which expires July 3 1, 2006. The June 2005 order was unclear as to the 
categorization of certain types of MISO charges as to whether they were fuel or non-fuel. Pending a clarifying order on these charges, a reserve 
was established far the charges, net of credits. On February 17,2006, a settlement agreement was filed in cause 42962 providing for recovery 
through the FAC process of these charges, subject to an agreed upon standard of reasonableness for the charges. The settling parties are 
Northern Indiana, Indianapolis Power & Light, Vectren Energy Delivery of Indiana, Inc. and the OUCC. The IURC approved Northern 
Indiana’s FAC-69 and FAC-70 filings, in January 2006 and April 2006, respectively, but noted in both orders that this particular category of 
charges was approved “subject to refund” and subject to final orders. On May 4,2006, the IURC issued an order, ruling that these charges were 
to be classified as fuel charges and were therefore recoverable through the FAC mechanism, beginning with charges incurred on December 9, 
2005. As a result, a refund of $9.4 million will be required for charges related to the period April 1, 2005 through December 8, 2005. Northein 
Indiana had provided for a reserve of $8.7 million through December 2005. The actual amount of the refund was slightly inore than the amount 
of the reserve, due to acljustments and MISO 

NISOIJRCE INC. 

Reglll.KoLJ! .M.?!&XG 

51 

littp://ir.nisource.coinlEdgarDetail.cfin?CompanyID=NI&CI~=llll7 1 1 &FID=950 137-06-855S&SID=O. .. 3/30/2007 



NISOURCE INC/DE (Form: 1 0-Q, Received: 08/03/2006 10:04:2 1) Page 57 of 61 

Table of Contents 

1.TEMLMANA-GEMENTy S_DI&C-USSION AND ANALYSIS OF F I N A N ~ . A ~ O ~ ~ N A N . D ~ ~ S ~ T S  _OF OPE.WTIC?NS 
(cl?tkk!e_d) 

NISOURCE INC. 
Electric Operations (continued) 

resettlements. As part of the established settlement process with market participants, MISO uses “resettlement” statements to make adjustments 
related to prior operating periods. Amounts related to these adjustments cannot be anticipated or estimated in advance. Northem Indiana 
records these amounts when billed. As a result of the ruling, amounts permitted to be recovered through the FAC totaled approximately 
$1.7 million for the first six months of 2006. The Day 2 non-fuel category includes costs recorded as non-recoverable in net revenues, which 
amounted to $10.5 million for the first half of 2006. These costs began in April 200.5 and totaled $5.4 million for the year 2005. Day 1 and Day 
2 adnlinistrative fees, which were recorded as non-recoverable operating expenses, totaled $2.5 million for the first half of 2006 and were 
$5.1 million for the year 2005. Northern Indiana is authorized to begin the deferral of all non-fuel and administrative MISO charges incurred 
after J d y  3 1, 2006 for consideration in a future rate proceeding. 

On April 25, 2006, the FERC issued an order on the MISO’s Transmission and Energy Markets Tariff, stating that MISO had violated the tariff 
by not assessing revenue sufficiency guarantee charges on virtual bids and offers. The FERC ordered MISO to perform a resettlement of these 
charges back to April 1, 200.5. Although the amount of resettlements applicable to Northein Indiana cannot be quantified at this time, it is not 
expected to be material. 

In January 2002, Northern Indiana indefinitely shut down its Mitchell Station. In Februaiy 2004, the City of Gary announced an interest in 
acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length of the 
runways at the Gary International Airport. On May 7, 2004, the City of Gary filed a petition with the IURC seeking to have the IURC establish 
a value for the Mitchell Station and establish the teims and conditions under which the City of Gaiy would acquire the Mitchell Station. On 
January 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gary and Northern Indiana lacks essential terms necessary for it to be a valid and enforceable 
contract under Indiana law. Northern Indiana, with input from a broad based stakeholder group, is evaluating the appropriate course of action 
for the Mitchell Station facility in light of Northwest Indiana’s need for that property and the substantial costs associated with restarting the 
facility. 

On May 2.5, 2004, Northern Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northern Indiana’s retail electric load requirements and charges imposed on Northern Indiana by MISO. A 
hearing in this matter was held in December 2004. Northern Indiana will withdraw this petition if the filial order from the IURC in  cause 42824 
approves recovery of intermediate dispatchable power costs incuxed in August to December 2005 (described below). 

On April 1 1,200.5, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 200.5, 
the IURC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana through TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the ITJRC, and authorized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 21, 200.5, Intervenor LaPorte County filed a Petition for Reconsideration of the interim order with 
the ITJRC. On August 31, 2005, the IURC denied LaPorte County’s Petition for Reconsideration. On September 29, 200.5, LaPorte County filed 
its Notice of Appeal of the IIJRC’s Order of August 3 1, 200.5 denying its Petition for Reconsideration. On March 9, 2006, LaPorte’s appeal of 
the ItJRC’s interim order was dismissed. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is 
seeking approval of the tluee-year arrangement. The testimony clarifies that Northern Indiana is seelcing affirmation from the IURC that the 
inteimediate dispatchable power purchases made between August 9, 2005 and December 3 1, 2005 which were made pursuant to the July 1, 
200.5 interim order were reasonable. 

Northern Indiana, the OUCC and the Induslrial Group, reached a settlement agreement on August 19,200.5 for purposes of partially settling 
cause 42824 (described above). The OIJCC and the Industrial Group agreed to support Northern Indiana’s recovery of interniediate 
dispatchable power, through its FAC for the period August 9, 200.5 though November 30, 200.5 I Additional settlement provisions include 
Northern Indiana’s agreement to file an electric base rate case on or before July 1, 2008. 
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On May 23, 2006, Northern Indiana, Whiting Clean Energy, TPC and Intervenor Board of Commissioners of LaPorte County, Indiana filed a 
proposed settlement agreement in cause 42824 (described above) requesting I‘LJRC approval. The settlement requires Northern Indiana to 
refund $2.0 million (less attorneys fees) associated with the intermediate dispatchable power purchases. Northern Indiana recorded a reserve for 
this amount in the second quarter of 2006. XURC approval is pending. 

Northern Indiana has been recovering the costs of electric power purchased for sale to its customers through the FAC. The FAC provides for 
costs to be collected if they are below a negotiated cap. If costs exceed this cap, Northern Indiana must demonstrate that the costs were 
prudently incurred to achieve approval for recovery. 

Northern Indiana filed FAC-68 on August 15, 200.5. This filing included a projected amount of intermediate dispatchable power costs for 
October to December 200.5, consistent with the Interim Order in 42824. The IURC approved this filing on October 26, 2005. 

Northern Indiana filed FAC-69 on November 3, 2005. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for August and September 2005. The filing also iiicluded recovery of certain MISO charges under consideration in cause 42962 (described 
above). The order approving the FAC-69 factor was issued January 11, 2006. The intermediate dispatchable power cost recovery is sub,ject to 
refund based upon the outcome of cause 42824 (described above). 

Northern Indiana filed FAC-70 on February 6, 2006. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MISO charges under consideration in cause 42962 
(described above). The order approving the FAC-70 factor was issued April 20, 2006. The intermediate dispatchable power cost recovery is 
subject to refund based upon the outcome of cause 42824 (described above). 

Northern Indiana filed FAC-71 on June 26, 2006. This filing included $8.6 million of the required refund of MISO related costs for the period 
April 1, 2005 through December 8,2005, consistent with the IURC’s May 4, 2006 order (see above). On July 21,2006, the IURC issued an 
order approving the FAC-71 rates and creating a sub-docket to review the treatment of purchased power and related costs within the FAC 
proceeding. 

FAC-72, scheduled for filing in the third quarter of 2006, will include a refund for the remaining $0.8 million of MISO-related costs. 

On November 26, 2002, Northern Indiana received approval for an ECT. Under the ECT, Northem Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northern Indiana to implement IDEM’S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the I‘IJRC’s November 26, 2002 order, Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 21, 200.5, the IURC approved Northern Indiana’s latest compliance plan with the estimate of 
$306 million. The ECRM revenues amounted to $12.9 million for the six months ended June 30, 2006, and $64.6 million from inception to 
date, while EERM revenues were $6.2 million for the six months ended June 30, 2006, and $14.9 million from inception to date. On 
February 3, 2006, Northern Indiana filed ECR-7 simultaneously with EER-3 for capital expenditures (net of accumulated depreciation for those 
components which have been placed in service) of $230.6 million and depreciation and operating expenses of $18.3 million through 
December S1, 2005. On March 29, 2006, the IURC approved Northern Indiana’s ECR-7 filing. ECR-8 is scheduled to be filed in August 2006. 

On April 13, 2005, Northern Indiana received an order from the KJRC in a complaint filed by Jupiter. The complaint asserted that Northern 
Indiana’s service quality was not reasonably adequate. While concluding that Northern Indiana’s service was reasonably adequate, the IURC 
ruled that Northern Indiana must construct a backup line and pay Jupiter $2.5 million to install special fast switching equipment at the Jupiter 
plant. Further, Northern Indiana is precluded from recovering the $2.5 million in rates. Northern Indiana and Jupiter both have appealed the 
IURC’s order in this matter to the Indiana Court of Appeals. These appeals are currently pending. Northern Indiana remitted the payment of 
$2.5 million to Jupiter in July 2005, and is working with Jupiter to incorporate the ITJRC 
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required backup line and the special fast switching equipment with growth plans announced by Jupiter. On December 21, 2005, Jupiter filed 
with the Indiana Court of Appeals a verified motion for remand asking that the case be moved to the IIJRC for further proceedings. On 
March 15, 2006, the Court of Appeals denied Jupiter’s motion for remand. On March 30,2006, Jupiter filed a second complaint with the ILJRC, 
in which Jupiter alleges service problems and seeks additional relief. On May 19, 2006, Jupiter also filed a complaint in state court against 
Northern Indiana seeking recovery of damages based on the same alleged service problems. Northern Indiana has moved to stay this state court 
action pending resolutioii of the IURC proceedings. 

Ennjronniental Mat tm 
Currently, various environmental matters impact the Electric Operations segment. As of June 30, 2006, a reserve has been recorded to cover 
probable environmental response actions. Refer to Note 14-C, “Environmental Matters,” in the Notes to Consolidated Financial Statements for 
additional information regarding environmental matters for the Electric Operations segment. 

SdeS 
Electric Operations sales quantities for the second quarter of 2006 were 4,262.7 gwh, an increase of 109.6 gwh compared to the 200.5 period, as 
a result of increased industrial usage, particularly in the steel sector. This increased usage was partially offset by slight declines due to milder 
weather. 

Electric sales for the first six months of 2006 was 8,535.9 gwh, an increase of 199.5 gwh compared to the 2005 period, as a result of increased 
industrial sales described above. Residential and commercial sales quantities decreased due to cooler weather. 

Net Revenues 
In the second quarter of 2006, electric net revenues of $191 “6 million increased by $2.0 million from the comparable 2005 period. This 
improvement was primarily a result of a $5.8 million of lower MISO costs, including the impact of a favorable regulatory ruling on the 
iecoverability of cei-tain MISO charges, a reduction in customer credits of $2.7 million, due to the timing of the credits, increased 
environmental tracker revenues of $1.3 million (partially offset in expense) and increased numbers of residential and commercial customers, 
These increases in net revenues were partially offset by the impact of unfavorable weather of approximately $8 million. 

In the first six months of 2006, electric net revenues were $381.2 million, an increase of $4.9 million from the comparable 2005 period 
primarily due to a reduction in customer credits of $6.3 million, due to the timing of the credits, increased environmental tracker revenues of 
$3.8 million (partially offset in expense), $3.7 million of lower MISO costs, including the impact of a favorable regulatory ruling on the 
recoverability of certain MISO charges, and an increase due to greater residential and commercial customers. These increases in net revenues 
were partially offset by the impact of unfavorable weather of approximately $10 million. 

(co!n_tinuSd) 

Operating Income 
Operating income for the second quarter of 2006 was $63.3 million, an increase of $2.3 million from the same period in 200.5. The increase in 
operatingincome was due to the changes in net revenue mentioned above. Operating expenses remained re1ati;ely flat with a slight increase in 
other taxes compared to the same period in 2005 offset by lower employee and administrative expenses. 

Operating income for the first six months of 2006 was $131.4 million, an increase of $5.0 million from the same period in 2005. The increase 
in operating income was due to the changes in net revenue mentioned above. Operation and maintenance expense decreased $3.2 million as 
lower employee and administrative expense of $6.4 million was partially offset by higher electric generation and maintenance expense of 
$3.1 million. 
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T h e e  Months Six Months 
Ended June 30, Ended June 30, 

T h e e  Months Ended March 3 1, (in niillions) 2006 2005 2006 2005 
Net Revenues 

Products and services revenue $ 173.0 $ 191.6 $ 514.4 $ 420.4 
Less: Cost of products purchased 162.8 185.3 498.9 409.4 

Net Revenues 10.2 6.3 15.5 11.0 

Depreciation and amortization 2.8 2.7 5.7 5.4 
Impairment and gain on sale of assets 1.5 (0.1 ) (0.6) 

Operating Expenses 
Operation and maintenance 9.2 9.7 21.2 15.7 

- 
Other taxes 1.4 2.4 3.5 4.2 

Total Operating Expenses 14.9 14.8 30.3 24.7 
Operating Loss $ (4.7) $ (8.5) $ (14.8) $ (13.7) 

The Other Operations segment participates in energy-related services including gas marketing, power trading and ventures focused on 
distributed power generation technologies, fuel cells and storage systems. PEI operates the Whiting Clean Energy project, which is a 525 niw 
cogeneration facility that uses natural gas to produce electricity for sale in the wholesale markets and also provides steam for industrial use. 
Additionally, the Other Operations segment is involved in real estate and other businesses. 

Lake Erie Land Company_,.Inc. 
In March 2005, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The Sand Creek Golf Club assets were 
included in assets of discontinued operations at March 3 1, 2006. In June 2006, the assets of the Sand Creek Golf Club valued at $1 1.9 million 
and additional properties, were sold to a private real estate development group. An after-tax loss of $0.2 million was recorded in June 2006, As 
a result of the June transaction with the private developer, at June 30, 2006, $4.3 million of assets, representing an estimate of future property 
to be sold during the next twelve-months, are reflected as assets held for sale. 

NDC Douglas Properties 
NDC Douglas Properties, a subsidiary of NiSource Development Company, is in the process of exiting some of its low income housing 
investments. One of these investments was disposed of in the first quarter’ of 2006 and four other investments will be sold or disposed of during 
2006 and 2007. An impairment loss of $2.3 million was recorded in the second quarter of 2006, due to the current book value exceeding the 
estimated fair value of these investments. NiSource has accounted for the investments to be sold, valued at $10.2 million as of June 30, 2006 
after impairment, as assets held for sale. Mortgage notes and other accrued liabilities related to these investments of $10.0 million are 
accounted for as liabilities held for sale. 

PEI Holdingg-&. 
Whiting Clean Energy. PEI’s Whiting Clean Energy project at BP’s Whiting, Indiana refinery was placed in service in 2002. Initially, the 
facility was not able to deliver steam to BP to the extent originally contemplated without plant modifications. Whiting Clean Energy reached an 
agreement in October 2004 with the engineering, procurement and construction contractor, under which the contractor paid for a portion of the 
necessary plant modifications and other expenses. Whiting Clean Energy is continuing to pursue recovery from the insurance provider for 
construction delays and necessary plant modifications and repairs. 

For the first six months of 2006, the PEI holding companies’ consolidated after-tax loss was approximately $17.1 million. The profitability of 
the Whiting Clean Energy project in future periods will be dependent on, among other things, prevailing prices in the energy markets and 
regional load dispatch patterns. Also impacting the profitability of Whiting Clean Energy is the steam requirements for BP’s oil refinery. 
During the first quarter of 2005, Whiting 
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Clean Energy completed renegotiation of the terms of its agreement with BP’s oil refinery in Whiting, Indiana. IJnder the revised agreement, 
Whiting Clean Energy will continue to meet BP’s need for steam, while reducing the power plant’s required iun time for the next tlxee years. 

In the first quarter of 2005, Northern Indiana selected TPC from bidders responding to a Request for Proposals issued in October 2004 to 
provide, pending regulatory approval, 230 mw of intermediate dispatchable power, utilizing the generation facilities of Whiting Clean Energy. 
The FERC accepted a tariff covering the sale of such intermediate dispatchable power. 

On April 1 1 ,  2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year anangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 2005, 
the IIJRC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northeiii Indiana tlxough TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 2 1 ,  2005, Intervenor LaPorte County filed a Petition for Reconsideration of the interim order with 
the IURC. On August 3 1 ,  2005, the IURC denied L,aPorte County’s Petition for Reconsideration. On September 29, 2005, LaPorte County filed 
its Notice of Appeal of the IURC’s Order of August 31, 2005 denying its Petition for Reconsideration. On March 9, 2006, LaPorte’s appeal of 
the IURC’s interim order was dismissed. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is 
seeking approval of the three-year auangement. The testimony clarifies that Northern Indiana is seeking af f i ia t ion  from the IURC that the 
intermediate dispatchable power purchases made between August 9, 2005 and December 3 1 ,  2005 which were made pursuant to the July 1, 
2005 interim order were reasonable. 

Net Revenues 
Net revenues of $10.2 million for the second quarter of 2006 increased by $3.9 million from the second quarter of 2005, as a result of higher 
revenues fiom the Whiting Clean Energy facility of $3.2 and increased commercial and industrial gas marketing revenues. 

For the first six months of 2006, net revenues were $15.5 million, a $4.5 million increase compared to the same period in 2005. The 
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Delaware -.. 35-2108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

801 East 86th Avenue 

(Address of principal executive offices) 
Menillville, Indiana I 46410 

(Zip Code) 

Registrant’s telephone number, including area code (877) 647-5990 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
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0 Written communications pursuant to Rule 42.5 under the Securities Act (17 CFR 230.425) 

a Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 
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ITEM 242. RESULTS OF OPERATIONS AND FINANCIAL CONDITION 

On August 2, 2006, NiSource Inc. (the “Company”) reported its financial results for the fiscal quarter ended June 30, 2006. The Company’s 
press release, dated August 2, 2006, is attached as Exhibit 99.1. 

ITEM 9,0 1, F-NANCIAL STATEMENTS AND EXHIBITS 

(d) Exhibits 

Exhibit 
N umbel Desciiption . ” ~  

99.1 Press Release, dated August 2, 2006, issued by NiSource Inc. 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: August 2, 2006 By: -I_ Is1 Jeffrey W. Grossman 
Jeffrey W. Grossman 

Vice President and Controller 
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Exhibit 
Nuinbei D e w  iption -~ 

99" 1 Press Release, dated August 2,2006, issued by NiSource Inc. 
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NEWS 
Exhibit 99.1 

801 E. 86th Avenue 
Merrillville, IN 46410 

FOR ADDITIONAL INFORMATION 
Media 
Kris Falzone 
Vice President, Coiporate Communications 

klfalzone@nisource.com 
(219) 647-5581 

Carol Churchill 
Diiector, Corporate Communications 

cchurchill@nisource.com 
(888) 696-0481 

Investors 
Randy Hulen 
Director, Investor Relations 

rghulen@,nisource.com 
(219) 647-5688 

Rae Kozlowski 
Manager, Investor Relations 
(2 19) 647-6083 
_____.__ ekozlowski@nisource.com 

NiSource reports higher second-quarter earnings 
Company alerts markets on 2006 full-year giiidaizce 

based on declining ccistonier natural gas usage levels 
MERRILLVILLE, Ind. - NiSource Inc. (NYSE: NI) today announced net operating earnings (non-GAAP) of $39.1 million, or 14 cents per 
share, for the tlrree months ended June 30, 2006, an increase from $24.4 million, or 9 cents per share, for the second quarter of 2005 (all per- 
share amounts ale basic). Operating earnings (non-GAAP) were $157.4 million for the second quarter of 2006, up from $137.8 million in 2005. 
For a reconciliation of net operating earnings and operating earnings to GAAP, see Schedules 1 and 2 of this news release. 

Primary drivers of the improvement in net operating earnings were sales of shorter-term transportation and storage services in NiSource’s gas 
transmission and storage business; improved results in the electric business; decreased losses at Whiting Clean Energy; and an $8.2 million 
decrease in interest expense for the quarter due to the refinancing of $2.4 billion in long-term debt at lower rates during the fourth quai?er of 
200.5. These improvements were partially offset by continued declines in residential customer natural gas usage, which affected results in the 
gas distribution business, and lower interest income. 

NiSource President and Chief Executive Officer Robert C. Skaggs, Jr. said that while the quarterly and six-month net operating eainiiigs were 
higher than comparable periods last year, the company is nonetheless alerting stockholders that attaining its original 2006 net operating 
earnings guidance will be unlikely, primarily as a result of increased customer amition and reduced customer usage of natural gas. Sltaggs 
noted that for the full year, the projected impact of these issues is a reduction in net revenues of nearly $40 million, or 10 cents per share, 
compared with the levels underlying NiSource’s initial earnings guidance for the year. 

-more- 
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In addition, lower net interest savings are projected to increase interest expense and decrease other income by $12 million, or 3 cents per share, 
compared with the initial 2006 earnings guidance. 

Slcaggs said that given these factors - primarily customer usage and attrition, and higher interest rates - it is highly unlikely that NiSource 
can attain its original net operating earnings estimate of $1.45 to $1.55 per share. He added that largely because of tlie increased 
unpredictability of customer usage and customer ath-ition in the current environment, NiSource has elected to not provide a reforecast of 
earnings for 2006 at this time. As these issues and other variabIes clarify, NiSource wilI conununicate the impacts to 2006 results on a timely 
basis. 

“Conservation among natural gas customers continues to affect companies throughout tlie North American natural gas industry. Declining gas 
usage remains a major focus of our industry and certainly of our company,” Skaggs said. He noted that when the company issued its guidance 
earlier this year, it assumed residential gas usage declines would return to historic levels of 0.5 percent to 1 percent, compared with its current 
view that the decline could approximate 5 percent. 

“We are taking steps to addless the issues that this presents, particularly through regulatory initiatives,” Skaggs added. “For example, in 
Indiana, we are working with regulatory stakeholders to adjust our gas rate structure to better reflect current conditions, and we hope to reach 
agreement later this year. We anticipate making additional filings in other jurisdictions during 2006 and 2007, either through broader rate 
proceedings or specific mechanisms.” 

Skaggs said that in tlie face of high natural gas prices and increased shut-off levels, the company also has seen a softening in ternis of the rate 
of overall customer additions as the year has progressed. “While our new customer additions are essentially on track for the year, residential 
customer attrition has increased significantly corning out of last winter, from historic levels of 0.5 percent to approximately 1.2 percent,” lie 
said. While some customers may return to the system this fall and usage levels could rebound to some extent, he noted that it is very difficult to 
provide a nieaninghl earnings estimate in such a volatilc environment. 

Continued coriiinitnient to four-point growth plaii 

Despite the customer usage challenge, Skaggs said NiSource continues to show steady progress on the company’s four-point plan for long- 
term, sustainable growth. 

“Our gas transmission and storage business is delivering the revenue growth that began in tlie first quarter, and our electric business continues 
to deliver solid performance,” he said. 

Skaggs noted that NiSource’s balanced four-point plan centers on its portfolio of low-risk, regulated assets: conmiercial growth and expansion 
of the gas trammission and storage business; commercial and regulatory initiatives; management of tlie balance sheet; and expense 
management” 

Overview of second-quarter operating earnings (iiorr-GAAP) perforinniice by busiiiess segiiieiit 

Gas Distribution Operations 

operating eaiiiings for NiSource’s Gas Distribution Operations segment were $12.5 million for the second quarter of 2006, compared with 
$14.6 million in tlie same period a year ago. The decline was primarily due to continued reduced usage of natural gas by residential customeis. 
Operating expenses were essentially flat with last year. 

-nore- 
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“In addition to the efforts to mitigate the usage impact through regulatory mechanisms, we also continue to work toward regulatoiy initiatives 
that will support profitable customer growth and infrastructure investments,” Skaggs said. 

Skaggs noted that during the second quarter, the gas distribution business continued to capitalize on short-teim market opportunities, using its 
extensive supply and storage portfolio to increase off-system revenues. These revenues are shared with customers under various regulatory 
mechanisms. 

Gas Transmission and Storage Operations 

The Gas Transmission and Storage Operations segment reported operating earnings of $80.5 million for the second quarter, an increase of 
$9.9 million over the year-ago period. The increase resulted from higher net revenues of $14.8 million due to shorter-term transportation 
services and storage optimization initiatives. Operating expenses increased by $4.9 million, mainly due to higher pipeline integrity related 
expenses and employee and administrative costs. 

“Our commercial team is delivering on the revenue growth we projected at the end of the first quarter,” Slcaggs said, noting that the team this 
year has signed new agreements that are expected to result in more than $30 million in revenue for 2006. About $15.8 million of that revenue 
was recorded during the second quarter. 

Skaggs added that NiSource’s transmission business continues to make progress on significant asset expansion projects 

Construction of the Hardy Storage prqject in West Virginia is continuing, and the project remains on target to be in service in the second 
quarter of 2007. NiSource’s Colunibia Gas Transmission and a subsidiary of Piedmont Natural Gas, the project’s developers, closed on 
financing for the project in late June. 

Meanwhile, pre-filing activities continue on Columbia Gas Transmission’s Eastern Market Expansion, a combined storage and transportation 
project designed to meet core market growth in the mid-Atlantic region. The project is supported by binding customer agreements. 

Electric Operations 

NiSource’s electric business reported operating earnings of $67.0 million, compared with $60.2 million in the second quarter of 200.5. The 
increase was primarily due to lower Midwest Independent Systern Operator (MISO) costs, including the impact of a favorable regulatory ruling 
on the recoverability of certain MISO charges; the timing of revenue credits; and customer growth. Operating expenses, excluding those 
subject to environmental trackers, were $1.2 million higher than a year ago due primarily to higher electric generation and maintenance 
expenses and higher gross receipts tax accruals, partially offset by lower employee and administrative expenses. 

As previously reported, as of Aug. 1, Northem Indiana Public Service Company (NIPSCO) has begun deferring MISO costs for future 
recovery. 

“The electric segment had another good quarter,” Skaggs said. “We are particularly encouraged by a 9 percent increase in industrial sales 
volumes. This uptick is due to increased demand by the strong steel market as well as by other industrial customers that service the steel 
industry.” 

-more- 
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Other Operations 

The Other Operations segment improved to an operating earnings loss of $3.1 rnillion for the second quarter of 2006, compared with an 
operating earnings loss of $8.3 million in the year-ago period. The $5.2 million improvement was primarily due to decreased losses from 
Whiting Clean Energy, increased net revenues from commercial and industrial gas marketing activities and lower property tax accruals. 

Briildirzg vnlire,for the long teriir 

“Overall, our second-quarter and six-month performance was solid. Having said that, consistent with our comniitnieiit to transparency and 
timely communication with the investment comniunity, we feel it is prudent at this time to alert the financial markets that attaining our original 
net operating earnings estimate for 2006 will be unlikely, based primarily on our uncertain customer usage outlook, as well as the difficulty in 
predicting the timing and outcome of regulatory solutions to this issue,” Skaggs said. “Customer attrition and lower interest savings are other 
important factors in this decision. 

“We also have forged ahead on a number of fronts in our ongoing effort to resolve certain issues and unlock the underlying value of our asset 
base,” he added. “We have concluded the analytic phase of our review and are continuing the process. We expect to be in a position to report 
011 our conclusions and direction by the end of the year. As always, we reniain cornrnitted to communicating with investors and all other 
stakeholders in a transparent and timely fashion when decisions are made.” 

Imoiite fioat Coiltittiling Operations (GAAP) 

On a GAAP basis, NiSource reported income from continuing operations for the three months ended June 30, 2006, of $21.5 million, or 8 cents 
per share, up from $8.3 million, or 3 cents per share, in the same period a year ago. In addition to the business results already discussed, the 
improvement was due to the reduction in interest expense, lower restructuring charges and reduced impact from asset impairments, partially 
offset by milder 2006 weather and a 2005 third-party buyout of a b a r h p t c y  claim relating to the rejection of a shipper’s long-teim contract. 

Operating income was $131.6 million for the second quarter of 2006, compared with $1 19.8 million in the year-ago period 

De$iinition of iron-GAAP ntensiires 

NiSource focuses on net operating earnings and operating earnings, which are both non-GAAP measures, because management believes these 
measures better represent the fundamental earnings strength and performance of the company. NiSource uses these nieasures internally for 
budgeting, for reporting to the board of directors, and for purposes of determining the payout under NiSource’s annual incentive compensation 
plan for its employees. 

Net operating earnings are a non-GAAP financial measure that NiSource defines as income from continuing operations deteimined in 
accordance with Generally Accepted Accounting Principles (GAAP) adjusted for certain items. Operating earnings are operating income 
determined in accordance with GAAP adjusted for certain items. Adjustments reflected in these measures are primarily weather, restructuring 
and transition costs related to the outsourcing contract with IBM, gains and losses on the sale of assets, certain reserve adjustments and other 
items. See Schedule 1 and Schedule 2 of this news release for the reconciliations of net operating earnings and operating earnings, respectively, 
to GAAP. 

-more- 
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Second-Quarter 2006 Operating ]Far.nngs.- Segment Results (non-GAAP) 
NiSource’s consolidated second-quarter 2006 operating earnings (non-GAAP) were $157.4 million, compared to $137.8 million for the same 
period in 200.5. Refer to Schedule 2 for the items included in 2006 and 2005 GAAP operating income but excluded from operating earnings. 

Operating earnings for NiSource’s business segments for the quarter ended June 30, 2006 are discussed below 

Gas Distribritiort Operatiom reported operating eamings of $12.5 million compared to operating earnings of $14.6 million during the 
comparable quarter of 2005. The decrease resulted froni lower net revenues primarily due to continued declines in residential usage. Operating 
expenses were essentially flat with last year. 

Gas Transiitissioii aitd Storage Operatioizs reported operating earnings of $80.5 million versus operating earnings of $70.6 million in the 
second quarter of 200.5. The increase resulted from $14.8 million of higher net revenues due priniarily to sales of shorter-term transportation 
and storage services. Seasonal price fluctuations in the national energy market continued to create opportunities for customers to utilize existing 
short-term tariff services. Operating expenses increased by $4.9 million mainly due to higher pipeline integrity expenses and employee and 
administrative costs. 

Electric Operations reported operating earnings of $67.0 million versus operating earnings of $60.2 million from the comparable period last 
year. Increases in net revenues resulted primarily from lower MISO costs, including the impact of a favorable regulatory iuliiig on the 
recoverability of certain MISO charges, the timing of revenue credits, and customer growth. Operating expenses, excluding expenses subject to 
environmental trackeis, were $1.2 nillion higher than a year ago due primarily to higher electric generation and maintenance expenses and 
gross receipts tax accruals partially offset by lower employee and administrative expenses. 

Other Operatioits reported an operating eainings loss of $3.1 million in the second quarter of 2006, versus an operating earnings loss of 
$8.3 million in the second quarter of 200.5. The $5.2 million decrease in the operating earnings loss primarily resulted from decreased losses at 
the Whiting Clean Energy facility, increased net revenues from commercial and industrial marketing activities and lower property tax accruals. 

Other Items 
Interest expense decreased by $8.2 million due to the refinancing of $2.4 billion in long-teim debt at lower rates during 2005. Other, net 
expense of $2.7 million compres to other, net income of $3.6 million in the second quarter of 2005 due primarily to lower interest income and 
higher costs related to the sale of accounts ieceivable. Interest income of $5.8 million was recognized in the second quarter last year compared 
to $2.0 million for the quarter ended June 30, 2006. Higher fees, due to higher interest rates, and incieased levels of accounts receivable 
balances resulted in the higher costs. 

-more- 
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Six-Month Period 2006~Operating Earnings - Sevment Results @on-GAAP] 
NiSource's consolidated operating earnings (non-GAAP) for the six months ended June 30, 2006 were $571.9 million, compared to 
$568.9 million for the same period in 2005. Refer to Schedule 2 for the items included in 2006 and 2005 GAAP operating income but excluded 
fiom operating earnings. 

Operating eainings for NiSource's business segments for the six months ended June 30, 2006 are discussed below. 

Gas Distributiori Operations reported operating eaiiiings of $262.6 million versus operating earnings of $284.3 million in 2005" The decrease 
in operating eainings resulted from a decrease in net revenues primarily due to declines in customer usage. 

Operating expenses, excluding expenses that are the subject of regulatory trackers discussed below, were $4.5 million lower than last year, The 
deciease was due to lower operation and maintenance expenses and decreased other taxes partially offset by higher depreciation charges. 

Comparability of Gas Distribution Operations line item operating results is impacted by regulatory trackers that allow for the recovery in rates 
of certain costs such as bad debt expenses. Increases in the expenses that are the subject of trackers result in a corresponding increase in net 
revenues and therefore have essentially no impact on total operating earnings results. Approximately $29.8 million of the increase in operation 
and maintenance expenses were subject to such trackers and were therefore offset by a coi-responding increase to net revenues reflecting 
recovery of certain costs. 

Cas Transntission arid Storage Operatioits reported operating earnings of $19 1.9 niillion versus operating earnings of $180.1 million during 
the six months ended June 30, 2005. The increase resulted from $16.8 million of higher net revenues due to increased subscriptions for demand 
services and sales of shorter-term transportation and storage services. Seasonal price fluctuations in the national energy niaiket created 
opportunities for customers to utilize existing short-term tariff services. Operating expenses increased by $5 .0 million mainly due to higher 
pipeline integrity expenses and employee and administrative costs. 

Ebctric Operations reported operating earnings of $138.0 million versus operating earnings of $126.8 million during the comparable period 
last year. Increases in net revenues from timing of revenue credits, lower MISO costs, and customer growth were partially offset by lower bulk 
power and transmission revenues and by nonrecoverable demand fees associated with the purchase of intermediate dispatchable power. 
Operating expenses, excluding those subject to environmental trackers, were essentially flat with the comparable period last year. 

Other Operations reported an operating earnings loss of $14.8 niillion compared to an operating eainings loss of $16.1 inillion last year. 
Increases in net revenues from commercial and industrial gas marketing activities and lower uncollectible accounts resulted in the decreased 
loss. 
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Other Items 
Interest expense decreased by $16.8 million due to refinancing of $2.4 billion in long-term debt at lower rates during 200.5. Other, net expense 
of $6.1 million compares to other, net income of $3.1 million last year due primarily to lower interest income and higher costs related to the 
sale of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances resulted in the higher 
costs. 

Coiifereiice cnll to be held this inoritiiig (Arig. 2) 

NiSource will host an analyst conference call at 9 a.m. EDT on Wednesday, Aug. 2, 2006, to further discuss the company's second-quarter 
2006 results. All interested parties may hear the conference call live by logging on to the NiSource Web site at www .iiiso"u~ce...c.o.nl., 

About NiSource 
NiSource Inc. (NYSE: NI), based in Meruillville, Ind., is a Fortune 500 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3.8 million customers located 
within the high-demand energy corridor stretching from the Gulf Coast through the Midwest to New England. Information about NiSource and 
its subsidiaries is available via the Internet at www.nisource.cm. 

Forwa.rd-Looking Statements 
This news release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 2 1E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or current 
expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it can 
give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future perfoiinaiice and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially fiom those indicated by such 
foiward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource's businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource's outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and conmodity market conditions; and counter-party credit risk. 

### 
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NiSource Inc. 
Consolidated Net Operating Earnings (Non-GAAP) 

Three Months Six Months 
Ended June 30, Ended June 30, 

2006 2005 2006 2005 

Gas Distribution $ 620.9 $ 658.2 $2,656.7 $2,477.9 
Gas Transportation and Storage 220.5 204.1 541.1 533.0 

(ill miLLions, except pel share amounts) 
Net Revenues 

Electric 305.1 277.4 612.7 559.9 
Other 184.1 20 1.2 532.1 443.9 
Gross Revenues 1,330.6 1,340.9 4,342.6 4,014.7 

2,373.1 Cost of Sales 670.4 707.6 2,662.1 
Total Net Revenues 660.2 633.3 1,680.5 1,641.6 
Operating Expenses 

Operation and maintenance 304.1 293.5 670.1 632.7 
Depreciation and amortization 138.1 136.1 274.9 271.0 
Other taxes 60.6 65.9 163.6 169.0 

Total Operating Expenses 502.8 . 495.5 1,108.6 1,072.7 
Operating Earnings 157.4 137.8 571.9 568.9 
Other Income (Deductions) 

-. 

- 

Interest expense, net (93.3) ( 1 0 1 5 )  (1 88.7) (205.5) 
Dividend requirements on preferred stock of subsidiaries I (1.1) (1.1) (2.2) 
Other, net ( 2 . 7 )  3.6 (6.1) 3.1 

(204.6) Total Other Income (Deductions) (96.0) (99.0) (1 95.9) 
Operating Earnings From Continuing Operations Before Income 

Taxes 61.4 38.8 376.0 364.3 
Income Taxes 22.3 14.4 133.6 135.0 - 
Net Operating Earnings from Continuing Operations 39.1 24.4 242.4 229.3 

GAAP Adjustment (17.6) (16.1) (48.0) (12.3) 
GAAP Income from Continuing Operations $ 21.5 $ 8.3 $ 194.4 $ 217.0 

Basic Net Operating Earnings Per Share 0.14 0.09 0.89 0.84 

GAAP Basic Earnings Per Share from Continuing Operations 0.08 0.03 0.71 - 0.80 

- 

Basic Average Common Shares Outstanding (millions) 272.4 27 1.2 272.4 270.8 
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NiSource Inc. 
Segment Operating Earnings (Non-GAAP) 

Three Months Six Months 
Gas Distribution Operations Ended Julie 30, Ended June 30, 
(in niilliorzs) 2006 2005 2006 2005 
Net Revenues 

Sales Revenues $ 712.7 $ 748.2 $2,935.0 $2,756.9 
Less: Cost of gas sold 452.2 486.1 2,076.4 1,901.9 

Net Revenues 260.5 262.1 858.6 855.0 
Operating Expenses 

Operation and maintenance 160.4 158.1 382.4 356.8 

Other taxes 29.3 33.1 98.0 101.8 
Total Operating Expenses 248.0 247.5 596.0 570.7 
Operating Earnings $ 3 2 . 5  $ 14.6 $ 262.6 $ 284.3 

Depreciation and amortization 58.3 56.3 115.6 112.1 

- GAAP Adjustment (18.5) (8.9) (62.6) (3.7) 
GAAP Operating Income $ (6.0) $ 5.7 $ 200.0 $ 280.6 

Three Months Six Months 
Ended June 30, Gas Transmission and Storage Operations 

(In n~iiliot~s) 2006 2005 2006 2005 

Net Revenues 
Transportation revenues $ 152.8 $ 141.3 $ 337.0 $ 319.7 
Storage revenues 43.8 44.0 88.2 89.2 

2.6 1.6 5.6 7.7 Other revenues 
Total Revenues 199.2 186.9 430.8 4 16.6 
Less: Cost of gas sold 3.9 6.4 9.3 11.9 
Net Revenues 195.3 180.5 421.5 404.7 
Operating Expenses 

Operation and maintenance 72.8 67.1 144.0 138.5 
Depreciation and amortization 28.6 28.6 57.3 56.7 
Other taxes 13.4 14.2 28.3 29.4 

Total Operating Expenses 114.8 109.9 229.6 224.6 
Operating Earnings $ 80.5 $ 70.6 $ 191.9 $ 180.1 

Ended June 30, 

-- 

GAAP Adjustment - (1.5) 6.2 (2.6) 6.2 
GAAP Operating Income $ 79.0 $ 76.8 $ 189.3 $ 186.3 
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NiSource Inc. 
Segment Operating Earnings (Non-GAAP) (continued) 

Six Months 
Ended June 30, 

Three Months 
Electric Operations Ended June 30, 

Net Revenues 
(ii7 iiiillioizs) 2006 2005 2006 2005 - 

Sales revenues $ 306.1 $ 277.5 $ 614.9 $ 560.1 
Less: Cost of sales 11 1.3 92.6 228.6 187.3 

Net Revenues 194.8 184.9 386.3 372.8 
Operating Expenses 

Operation and maintenance 65.9 64.7 125.4 125.8 
Depreciation and amortization 46.9 46.2 93.0 91.7 
Other taxes 15.0 13.8 29.9 28.5 

Total Operating Expenses 127.8 124.7 248.3 246.0 
Operating Earnings $ 67.0 $ 60.2 $ 138.0 $ 126.8 

GAAP Operating Income $ 63.3 $ 61.0 $ 131.4 $ 126.4 

- 

GAAP Adiustment (3.7) 0.8 (6.6) (0.4) 

Three Months Six Months 
Ended June 30, Other Operations (includes assets held for sale) 

Net Revenues 

Ended June 30, 
(in iiiillior7s) 2006 2005 2006 200s 

Products and services revenue $ 173.0 $ 191.6 $ 514.4 $ 420.4 
Less: Cost of products purchased 162.8 185.3 498.9 409.4 

Net Revenues 10.2 -- 6.3 15.5 11.0 

Depreciation and amortization 2.8 2.7 5.7 5.4 
Other taxes - 

-~ 
Operating Expenses 

Operation and maintenance 9.1 9.5 21.1 17.5 

1.4 2.4 3.5 4.2 
Total Operating Expenses 13.3 14.6 30.3 27.1 
Operating Earnings (Loss) $ (3.1) $ (8.3) $” (14.8) $ (16.1) 

GAAP Adjustment (1.6) (0.2) - 2.4 
GAAP Operating Loss $ (4.7) $ (8.5) $ (14.8) $ (13.7) 

Three Months Six Months 
Corporate Ended June 30, Ended June 30, 
(111 nnllloils) 2006 200s ~ 2006 2005 

Operating Earnings (Loss) $ 0.5 $ 0.7 $ (5.8) $ (6.2) 

GAAP Adjustment (0.5) (15.9) (0.9) (15.9) 
GAAP Operating Loss $ -  $ (15.2) $ (6.7) $ (22.1) 
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NiSource Ine. 
Segment Volumes and Statistical Data 

Three Months Six Months 

Sales and Transportation (MMDth) 
Residential 30.3 38.1 146.9 180.1 
Comnercial 25.3 28.0 94.3 106 7 
Induswial 83.3 86.7 181.4 197.1 
Off System 19.1 9.2 29.9 16.3 
Other 0.2 0.1 0.5 0.5 

Total -- 158.2 162.1 453.0 500.7 
Weather Adjustment 11.0 0. I 37.1 (4.1) 
Sales and Transportation Volunies - Excluding Weather 169.2 162.2 490.7 496.6 

Heating Degree Days 
Normal Heating Degree Days 
% Colder (Warmer) than Normal 

Customers 
Residential 
Co~merc ia l  
Industrial 

410 486 2,683 3,159 
482 48.3 3,107 3,110 
(150/,) 1 Yo (14%) 2% 

3,019,568 3,007,696 
285,138 287,547 

8,262 8,4 13 

Total 3,313,040 3,303,7 17 

Three Months Six Months 
Ended Jtine 30, Ended June 30, 

Gas Transmission and Storage Operations 2006 2005 2006 2005 
Throughput (MMDth) 
Columbia Transmission 

Columbia Gulf 
Market Area 170.0 168.5 498.5 564.1 

Mainline 128.0 143.0 289.6 28 1.7 
Short-haul 30.8 23.4 47.4 41.6 

Colunibia Pipeline Deep Water 2.2 3.2 5.1 6.7 

Granite State Pipeline 4.5 5.7 16.1 19.6 
Intrasegment eliminations, (122.4) ( 1 4 1.6) (278.7) (280.2) 
Total ---.--- 222.1 212.2 598.0 655.5 

Crossroads Gas Pipeline 9.0 10.0 20.0 22.0 
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NiSource Inc. 
Segnient Volumes and Statistical Data (continued) 

Three Months Six Months 
Ended June 30, - Ended June 30, - 

Electric Operations 2006 2005 2006 2005 

Sales (Gigawatt Hours) 
Residential 722.0 768.0 1,483.1 1,535.0 
Comeic i a l  949.5 988.1 1,843.5 1,882.3 
Industrial 2,383.5 2,185.2 4,820.9 4,513.5 
Wholesale 195.9 195.9 348.0 357.1 

11.8 15.9 40.4 48.5 
Total 4,262.7 4,153.1 8,535.9 8,336.4 

47.6 (68.1) 76.5 (69.9) 
Sales Volumes - Excluding Weather impacts 4,310.3 4,085.0 8,612.4 8,266.5 

Other - 

Weather Adjustment _I 

Cooling Degree Days 
Normal Cooling Degree Days 
O h  Warmer (Colder) than Normal 

Electric Customers 
Residential 
Commercial 
Industrial 
Wholesale 

190 280 190 280 
227 227 227 227 
(16%) 23% (16%) 23% 

395,005 392,788 
51,522 50,697 
2,505 2,5 19 

11 15 
Other 762 769 

Total 449,805 446,788 
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NiSource Inc. 
Schedule 1 - Reconciliation of Net Operating Earnings to GAAP 

Three Months Six Months 
Ended June 30, Ended June 30, 

(111 tiiillioiis, except per share amounts) 2006 2005 2006 I 2005 
Net Operating Earnings from Continuing Operations $ 39.1 $ 24.4 $ 242.4 $ 229.3 
Items excluded from operating earnings: 

Net Revenues: 
Weather - compared to normal (1 8.8) 5.8 (58.3) 14.5 
Gas costs and other changes __ 14.8 ___ 10.1 

Operating Expenses: 
Restructuring, transition and consulting charges (outsourcing 

initiative) (2.9) (20.9) (9.4) (20.9) 

Asset inipairment (3.3) (2 1 3)  (5.8) (21.8) 

Property and sales tax adjustments - 5.8 
Total items excluded from operating earnings (25.8) (18.0) (72.7) ___ (1 1.4) 
Loss on early redemption of preferred stock (0.7) - (0.7) 

(0.4) __ Insurance recoveries, legal and reserve changes __ (2.5) 

Gain (Loss) on sales of assets 0.8 0.8 1 .i 
__ 5 . 8  

(0.8) 

- - 
Tax effect of above items and other income tax adjustments 8.9 1.9 25.4 (0.9) 

Reported Income from Continuing Operations - GAAP $ 21.5 $ 8.3 $ 194.4 $ 217.0 

Basic Average Common Shares Outstanding (millions) 272.4 27 1.2 272.4 270.8 

Basic Net Operating Earnings Per Share ($) 0.14 0.09 0.89 0.84 
Items excluded from operating earnings (after-tax) (0.06) (0.06) (0.18) (0.04) 
GAAP Basic Earnings Per Share 0.08 0.03 0.71 0.80 
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NiSource Inc. 
Schedule 2 - Quarterly Adjustments by Segment fiom Operating Earnings to GAAP 

For Quarter ended June 30,2006 

2006 (in millions) 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 12.5 80.5 67.0 (3.1) 0.5 $ 157.4 

Net Revenues: 
Weather (compared to normal) $ (15.6) !$ - $ (3.2) $ - -  $ -  $ (18.8) 
Total Impact -- Net Revenues (15.6) -_ ( 3 4  - - (18.8) 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 
Expenses- 

charges (outsourcing initiative) (1.9) (0.5) @,3) (0.1) (0.1) (2.9) 

(0.8) 
Total Impact - Operating Expeitses (2.9) (1.5) (0.5) (1.6) (0.5) (7.0) 

- (0.3) L,oss on Sale of Assets __ (0.5) - 

Total Impact - Operatiiig Income 
(Loss) $ (18.5) $ (1.5) $ (3.7) $ (1.6) $ (0.5) $ (25.8) 

Operating Income (L,oss) - GAAP $ (6.0) $ 79.0 $ 63.3 $ (4.7) $ -  $ 131.6 

2005 (in millions) .~ 
Gas Transmission 

Distribution and Storage Electric Other Colporatc Total 

Operating Earnings (Loss) 14.6 70.6 60.2 (8.3) 0.7 $ 137.8 

Net Revenues: 
Weather (compared to normal) 
Gas costs and other changes 
Total Impact - Net Reveitiies 

$ 1.1 $ - $ 4.7 $ -  $ -  $ 5.8 
14.8 

- 20.6 
- - __ 5.9 8.9 

7.0 8.9 4.7 - 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 

Iiisurance recoveries, legal and other 

Expenses- 

charges (outsourcing initiative) (11.2) (2.7) (1.8) (0.2) (5.0) (20.9) 

(2.5) reselves - - - - (2.5) 

Asset Impairment (10.9) - - - (10.9) (21 3 )  

0.8 - - 0.4 __ Gain on Sale of Assets 0.4 

5.8 ___ __I __ - Property and sales tax adjustment 
Total Impact - Operating Expeitses (15.9) (2.7) (3.9) (0.2) (15.9) (38.6) 

5.8 
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Total Impact - Operating Iiicorne $ (8.9) $ 6.2 $ 0.8 $ (0.2) $ (15.9) $ (18.0) 

Operating Income (Loss) - GAAP !$ 5.7 $ 76.8 3i 61.0 !$ (8.5) !$ (15.2) !$ 119.8 
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NiSource Inc. 
Schedule 2 - Year-to-Date Segment Adjustments from Operating Earnings to GAAP 

For 6 months ended June 30,2006 

2006 (in millions) 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 

Net Revenues: 
Weather (compared to normal) 
Total Impact - Net Revenires 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 
Expenses- 

charges (outsourcing initiative) 

Asset Impairment 

Gain (Loss) on Sale of Assets 
Total Impact - Operating Experises 

Total Impact - Operatirig Inconie 
(Z,OSS) 

Operating Income (Loss) - GAAP 

262.6 191.9 138.0 (1 4.8) (5.8) $ 571.9 

$ (53.2) $ __ $ (5.1) $ - -  $ -  - $ (58.3) 
(53.2) - (5.1) __ - (58.3) 

$ (62.6) $ (2.6) $ (6.6) $ -  $ (0.9) $ (72.7) 

$ 200.0 $ 189.3 $ 131.4 $ (14.8) $ (6.7) $ 499.2 

2005 (in millions) 
Gas Transmission 

Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 284.3 180.1 126.8 (16.1) (6.2) $ 568.9 

Net Revenues: 
Weather (compared to noimal) $ 9.7 $ - $ 4.8 $ -  $ -  $ 14.5 

___ 10.1 
Total Impact - Net Revenues 12.2- 8.9 3.5 - __. 24.6 

Operating Expenses: 
Operation and Maintenance 

Restructuring, transition and consulting 

Insurance recoveries, legal and other 

Gas costs and other changes 2.5 8.9 (1.3) _. 

Expenses- 

charges (outsourcing initiative) (11.2) (2.7) (1 "8) (0.2) (5.0) (20.9) 

(0.4) - reserves __ __ (2.5) 2.1 

Ass et Imp airrnent (1 0.9) - __ __ (1 0.9) (21.8) 

Gain on Sale of Assets 0.4 - 0.4 0.5 

Property and Sales tax adjustments 
Total Impact - Operatitig Expenses (15.9) (2.7) (3.9) 2.4 (15.9) (36.0) 

1.3 

- 5.8 

- 

- __ - 5.8 
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Total Impact - Operatittg Inconte $ (3.7) $ 6.2 $ (0.4) $ 2.4 $ (15.9) $ (11.4) 

Operating Income (Loss) - GAAP $ 280.6 $ 186.3 $ 126.4 $ (13.7) $ (22.1) $ 557.5 

http://ir.nisource.corn/EdgarDetail.cfrn?CornpanyID=NI&CIK=l111711 &FID=950137-06-8444&SID=O ... 3/30/2007 

http://ir.nisource.corn/EdgarDetail.cfrn?CornpanyID=NI&CIK=l111711


NISOURCE INC/DE (Form: 8-K, Received: 08/02/2006 13: 12:20) Page 23 of 29 

Page 16 of20 

NiSource Inc. 
Income Statement (GAAP) 

( uiznudited) 

Three Months Six Months 
Ended June 30, Ended June 30, 

( 1 1 1  ui/ / /mis ,  except pel shale amounts ) 2006 2005 __ 2006 2005 
Net Revenues 

Gas Distribution $ 605.3 $ 659.3 $2,603.5 $2,487.6 
Gas Transportation and Storage 220.5 213.0 541.1 54 1.9 
Electric 301.9 282.1 607.6 564.7 
Other 184.2 201.2 532.1 443.9 
Gross Revenues 1,311.9 1,355.6 4,284.3 4,038.1 
Cost of Sales - 670.4 701.7 2,662.1 2,371.9 

Total Net Revenues 641.5 653.9 1,622.2 1,666.2 
Operating Expenses 

Operation and maintenance 
Depreciation and amortization 
Impairment and loss on sale of assets 

307.0 316.9 679.4 6.54.1 
138.1 136.1 274.9 271.0 

4.2 21.0 5.1 20.4 
Other taxes 60.6 GO. 1 163.6 163.2 

- - - ~  509.9 534.1 1,123.0 1,108.7 Total Operating Expenses -- 
Operating Income 131.6 119.8 499.2 557.5 

Interest expense, net (93.3) (101.5) (1 88.7) (205.5) 
Dividend requirements on preferred stock of subsidiaries - (1.1) (1.1) (2.2) 

Other Income (Deductions) 

Other, net (2.7) 3.6 (6.1) 3.1 
- -~ -- (0.7) ___ (0.7) Loss on redemption of preferred stock ..-- 

Total - Other Income (Deductions) (96.7) (99.0) (196.6) (204.6) 
Income From Continuing Operations Before Income Taxes 34.9 20.8 302.6 352.9 
Income Taxes 13.4 12.5 108.2 135.9 
Income from Continuing Operations 21.5 8.3 .- 194.4 217.0 
Loss from Discontinued Operations - net of taxes (0.7) (12.0) (1.1) (14.2) 
Gain on Disposition of Discontinued Operations - net of taxes 0.2 42.7 0.2 42.5 

- 0.4 Change in Accounting - net of taxes - - 

Net Income $ 21.0 $ 39.0 $ 193.9 $ 245.3 

Basic Earnings Per Share ($) 
Continuiiig operations 0.08 0.03 0.71 0.80 
Discontinued operations - 0.12 - 0.11 

Basic Earnings Per Share 0.08 0.15 0.71 0.91 

Diluted Earnings Per Share ($) 
Continuing operations 0.08 0.03 0.71 0.80 
Discontinued operations - 0.1 1 __ 0.10 

Diluted Earnings Per Share 0.08 0.14 0.71 0.90 

Dividends Declared Per Common Share ($) 0.23 0.23 0.46 0.46 

Basic Average Common Shares Outstanding (millions) 272.4 27 1.2 272.4 270.8 
Diluted Average Common Shares (millions) 273.2 273.1 273.1 272.6 
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Page 17 of 20 

NiSource Inc. 
Consolidated Balance Sheets 

( unniidited ) 

June 30, December 3 1, 
2006 2005 (111 lllrlllol7s) -- 

ASSETS 
Property, Plant and Equipment 

Utility Plant $16,857.9 $ 16,684.4 
Accumulated depreciation and amortization (7,710.6) (7,5 56.8) 
Net utility plant 9,147.3 9,127.6 
Other property, at cost, less accumulated depreciation 354.1 426.7 

9,554.3 
- 
Net Property, Plant and Equipment 9,502.0 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 57.3 34.6 
Unconsolidated affiliates 80.7 75.0 
Other investments 100.1 114.2 

Total Investments 238.1 223.8 

Current Assets 
Cash and cash equivalents 57.9 69.4 

Accounts receivable (less reserve of $69.4 and $67.9, respectively) 472.1 1,254.6 
Gas inventory 244.1 526.9 
Underrecovered gas and fuel costs 81.2 42 1.8 
Materials and supplies, at average cost 84.9 72.0 
Electric production fuel, at average cost 48.3 24.9 
Price risk nianagement assets 144.5 183.1 
Exchange gas receivable 780.6 169.8 
Regulatory assets 233.2 19.5.0 
Prepayments and other 70.5 109.3 

3,060.7 

Restricted cash 71.7 33.9 

Total Cunent Assets 2,289.0 - 

Other Assets 
Price risk management assets 107.0 192.9 
Regulatory assets 594.2 586.3 
Goodwill 3,677.3 3,677.3 
Intangible assets 489.4 495.8 
DefeiTed charges and other 191.7 167.4 

Total Other Assets 5,059.6 5,119.7 
Total Assets $17,088.7 $ 17,958.5 
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Page 18 of 20 

NiSource Inc. 
Consolidated Balance Sheets (continued) 

(iiiznudited ) 

June 30, Deceiiiber 3 I ,  
(in ii~illioi~s, excepi sliare m ~ o ~ ~ i i t s )  2006 2005 

CAPITALIZATION AND LIABILITIES 
Capitalization 
Conimon stock equity 

Common stock - $0.01 par value, 400,000,000 shares authorized; 272,711,758 and 272,622,905 shares 

Additional paid-in-capital 3,972.8 3,969.4 
Retained earnings 987.4 981.6 

Total common stock equity 4,871.7 4,933.0 
Preferred stocks-Series without mandatory redemption provisions - 81.1 
Long-temm debt, excluding amounts due within one year 5,163.5 5,27 1.2 
Total Capitalization 10,035.2 10,285.3 

issued and outstanding, respectively $ 2.7 $ 2.7 

(91.2) (203 Accumulated other comprehensive loss and other common stock equity 

Current Liabilities 
Current portion of long-teim debt 441.8 440.7 
Short-term borrowings 420.0 898.0 
Accounts payable 329.8 866.7 

Customer deposits 104.5 101.9 
Taxes accrued 238.8 217.5 
Interest accrued 90.1 86.2 
Overrecovered gas and fuel costs 143.2 25.8 
Price risk management liabilities 98.3 ‘72.3 
Exchange gas payable 854.3 425.2 
Current defened revenue 37.9 51.3 
Regulatory liabilities 35.6 46.3 
Accrued liability for postretirement and pension benefits 61.0 61.1 
Other accruals 319.3 549.1 

Total Current Liabilities 3,237.4 3,843.2 

Dividends declared on common and preferred stocks 62.8 1 . 1  

Other Liabilities and Deferred Credits 
Piice iisk management liabilities 
Defened income taxes 
Deferred investment tax credits 
Deferred credits 
Noncuxent deferred revenue 
Accrued liability for postretirement and pension benefits 
Ldabilities of discontinued operations and liabilities held for sale 
Regulatory liabilities and other removal costs 
Asset retirement obligations 

64.6 
1,497.6 

65.8 
91.3 
41.4 

505.0 
10.0 

1,237.2 
123.5 - 

- Other noncurrent liabilities 179.7 
Total Other 3,816.1 3,830.0 

Total Capitalization and Liabilities $17,088.7 $ 17,958.5 
- - Commitments and Contingencies ~ 

22.2 
,591.9 

69.9 
81.1 
60.4 

51 1.0 

,196.2 
119.8 
177.5 

__ 

a%-- 
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NiSource Inc. 
Other Information 

( iiizniidited ) 

December 3 I ,  
2006 2005 (in niillions, except slinre n~noiozts) 

$4,871.7 $ 4,933.0 Total Common Stock Equity 

Shares Outstanding (thousands) 272,712 272,623 

$ 17.86 $ 18.09 Book Value of Conmion Shares 

June 30, 

-. 
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NiSource Inc. 
Statements of Consolidated Cash Flow 

( uizaiidited ) 

2006 2005 Six Months Ended J u n e  30, (in niillions) -- 
Operating Activities 

Net income 
Adjustments to reconcile net income to net cash from continuing operations: 

Loss on early redemption of preferred stock 
Depreciation and amortization 
Net changes in price risk management assets and liabilities 
Deferred income taxes and investment tax credits 
Deferred revenue 
Stock compensation expense 
Gain on sale of assets 
Loss on impairment of assets 
Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates 
Gain on sale of discontinued operations 
L,oss from discontinued operations 
Amortization of discount/premium on debt 
Other adjustments 

Accounts ieceivable 
Inventories 
Accounts payable 
Customer deposits 
Taxes acciued 
Interest accrued 
(Under) Ovenecovered gas and fuel costs 
Exchange gas receivable/payable 
Other accixals 
Prepayments and other current assets 
Regulatory assets/liabilities 
Postretirement and postemploymerit benefits 
Defeired credits 
Deferred charges and other noncurrent assets 

Changes in assets and liabilities: 

$ 193.9 

0.7 
274.9 

16.7 
(108.3) 

(32.5) 
3.1 

5.9 
(0.8) 

(0.4) 
(2.4) 
(0.2) 

(4.2) 

1.1 
3.9 

793.8 
259.6 

(547.2) 
2.5 

12.9 
3.9 

458.1 
(172.8) 
(155.7) 

37.5 
(25.5) 

1.1 
(7.7) 
(8.4) 

$ 24.5.3 

- 
27 1.0 

(8 1.6) 
(12.4) 

4.7 

21.8 

(9.0) 

(1.4) 

(2.8) 
- 

(42.5) 
14.2 
9.7 

(0.4) 

405.2 
24 1.7 

(25 0.0) 
0.5 

38.5 
(0.9) 

247.0 
(6 1.8) 
(7 1.4) 

5.1 
(27.6) 
15.8 
(8.3) 
(3.1) 

Other noncurrent liabilities -- 16.5 6.6 

0.7 (1 6.2) 
Net Operating Activities from Continuing Operations 1,020.0 953.9 

Net Cash Flows from Operating Activities 1,020.7 937.7 
Net Operating Activities from or (used for) Discontinued Operations 

Investing Activities 
Capital expenditures 
Proceeds from disposition of assets 
Restricted cash 

(267.6) (243.1) 
7.6 7.4 

(43.5) 24.6 
Other investing activities - 3.1 (14.9) 

Net Cash Flows used for Investing Activities (300.4) (226.0) 
Financing Activities 

Retirement of long-term. debt (42.5) (8 1.0) 
Change in shoit-term debt (478.0) (3 07.6) 
Retirement of preferred shares (81.1) - 
Issuance of common stock 2.1 32.1 
Acquisition of treasury stock (5.9) (1 4 
Dividends paid - common shares (126.4) (124.9) 

Net Cash Flows used for Financing Activities (73 1.8) (483.0) 
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Increase (decrease) in cash and cash equivalents (11.5) 228.7 
Cash and cash equivalents at beginning of year 69.4 29.5 
Cash and cash equivalents at end of period $ 57.9 $ 258.2 

Supplemental Disclosures of Cash Flow Information 
Cash paid for iiiteiest $ 185.1 $ 200.8 
Interest capitalized 4.2 0.4 
Cash paid (refunded) for income taxes 166.0 92.8 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): May 10,2006 

NISOURCE INC. 
(Exact Name of Registrant as Specified in Charter) 

Delaware 001-16189 35-2 108964 
(State or Other (Commission File Number) (IRS Employer 
Jurisdiction of Identification No.) 
Incoiporation) 

801 East 86th Avenue, 
Merrillville, Indiana 464 10 

(Address and Telephone Number 
of Principal Executive Offices) 

Check the appropriate box below if the Fonn 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions: 

c1 
El 

0 

0 

(877) 647-5990 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.42.5) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-commencement coinmunications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

Pre-commencement coinmunications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c)) 
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ITEM 5.02 DEPARTURE OF DIRECTORS OR PRINCIPAL OFFICERS; ELECTION OF DIWCTORS; APPOINTMENT OF 
PRINCIPAL OFFICERS. 

At the Company’s annual meeting of stockholders on May 10, 2006, the stockholders of the Company approved the declassification of the 
Company’s board of dnectors, as desciibed in Item 5.03 of this cument report on Forni 8-K. On May 10, 2006, consistent with the 
declassificatioii proposal approved by the stockholders of the Company, each director whose term would not otheiwise have expired at the 
2007 annual meeting of the stockholders of the Company tendered his resignation effective as of the 2007 annual meeting of the stoclcholdeis 
of the Company The directois submitting their resignations were Peter McCausland, Steven R. McCiacken, Gary L,. Neale, Ian M Rolland, 
Robert C Skaggs, JI., Robert J. Welsh, and Rogei A. Young. 

A copy of the piess ielease announcing the tendei of resignation by each of the above directors is attached hereto as exhibit 99.1 

ITEM .5.!0_?. A - M ~ N ~ M ~ N ~ O - A ~ C ~ S - ~ F - ~ ~ O ~ O ~ - T ~ ~ ~ ~ Y ~ A - W ~ ; - C ~ A N G E  .NFJS_CL YE.AR. 
Consistent with the declassification proposal approved by the stockholders of the Company on May 10, 2006, the Company amended its 
Certificate of Incorporation and Amended and Restated By-Laws to provide for a declassified board structure and the annual election of 
directors. Beginning with the annual meeting of stockholders to be held in 2007, each director will be elected annually to serve until the 
following annual meeting and the election and qualification of his or her successor. Prior to these ainendnients to the Company’s Certificate of 
Incoi-poiation and Amended and Restated By-Laws, the Company’s directors were divided into thee  classes, and the directors in each class 
were elected to three-year terms. The amendnients were effective as of May 12, 2006. 

Further details regarding the amendments to the Company’s Certificate of Incorporation and Amended and Restated By-L,aws can be found in 
the definitive proxy statement filed by the Company on April 3, 2006. 

A copy of the Amended and Restated Certificate of Incorporation is attached hereto as exhibit 3.1. A copy of the Amended and Restated By- 
Laws is attached hereto as exhibit 3.2. 

ITEM 9.01. FINANCIAL STATEMENTS AND EXHIBITS 

(d) Exhibits 

Exhibit 
Number Description ,- 

3.1 

3.2 Amended and Restated By-L,aws 

Amended and Restated Certificate of Incorporation 

99. I Press Release, dated May 10, 2006 
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SIGNATUW 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: May 16, 2006 By: f s /  Jeffrey W. Grossman 
Jeffrey W. Grossman 

Vice President and Controller 
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EXHIBIT INDEX 

Exhibit 
Number I Descriptioii 

3. I 

3.2 Amended and Restated By-Laws 

Amended and Restated Certificate of Incorporation 

99.1 Piess Release, dated May 10, 2006 
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Exhibit 3.1 

AMENDED AND RESTATED 

CERTIFICATE OF INCORPORATION 

OF 

NISOURCE INC. 

As Amended Through 

May 12,2006 
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AMENDED AND RESTATED 

CERTIFICATE OF INCORPORATION 

OF 

NISOURCE INC. 

Article I 
Name 

The name of this Coigoration is NiSource Inc. 

Article I1 
Registered Office 

Suite 400, in the City of Wilmington, County of New Castle. Tlie name of its registered agent is Corporation Service Company, and the address 
of said registeied agent is 271 1 Centerville Road, Suite 400, in said city. 

The registered office of the Coiporation in the State of Delaware is located at Corporation Service Company, 271 1 Centerville Road, 

Article I11 
Statement of Purpose 

The nature of the business to be conducted and the purposes of the Corporation are to engage in any lawful act or activity for which 
corporations may be organized under the Delaware General Corporation L.aw, as amended. 

Article 1V 
Classes of Capital Stock 

(420,000,000), of which Twenty million (20,000,000) shares of the par value $.01 each are to be of a class designated Preferred Stock and Four 
hundred million (400,000,000) shares of the par value of $.01 each are to be of a class designated Common Stock. 

The total number of shares of all classes of stock which the Corporation shall have authority to issue is Four hundred twenty million 

A. Common Stock 

1. Subject to the powers, preferences and other special rights afforded Preferred Stock by the provisions of this Article IV or resolutions 
adopted pursuant hereto, the holders of the Common Stock shall be entitled to receive, to the extent permitted by Delaware law, such dividends 
as may from time to time be declared by the Board of Directors. 

iespect to Preferred Stock, and subject to the provisions of the Bylaws of the Corporation, as from time to time amended, with respect to 
2. Except as otherwise required by Delaware law and as otherwise provided in this Article IV and resolutions adopted pursuant hereto with 
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the closing of the transfer books and the fixing of a record date for the determination of stockholders entitled to vote, the holders of the 
Common Stock shall exclusively possess voting power for the election of directors and for all other puiposes, and the holders of the Preferred 
Stock shall have no voting power and shall not be entitled to any notice of any meeting of stockholders. 

1,esolutions as may be adopted by the Board of Directors pursuant to this Article IV with respect to Prefexed Stock, each holder of Common 
Stock, and each holder of Preferred Stock, if entitled to vote on such matter, shall he entitled to one vote in respect of each share of Common 
Stock ox Preferred Stock, as the case may be, held by such holder on each matter voted upon by stockholders, and any such right to vote shall 
not be cumulative. 

4. Any action required or permitted to be taken by the stoclcholders of the Corporation must be effected at an annual or special meeting of 
stockholders of the Corporation and may not be effected by any consent in writing by such stockholders. Except as otlieiwise required by law 
and subject to the rights of the holders of any class or any series of Preferred Stock, special meetings of stockholders of the Corporation may be 
called only by the Board of Directors pursuant to a resolution adopted by a majority of the total number of authorized directors (whether or not 
there exist any vacancies in previously authorized directorships at the tinie any such resolution is presented to the Board for adoption). 

5. In the event of the voluntary or involuntary liquidation, dissolution, distribution of assets or winding-up of the Corporation, after 
distribution in full of the preferential amounts, if any, to be distributed to the holders of Preferred Stock, as set forth in this Ai-ticie IV or the 
resolutions adopted with respect to such series under this Article IV, holders of Common Stock shall be entitled to receive all of the remaining 
assets of the Corporation of whatever kind available for distribution to the stockholders ratably and in proportion to the number of shares of 
Conmon Stock held by them respectively. The Board of Directors may distribute in kind to the holders of Common Stock such remaining 
assets of the Corporation or niay sell, transfer, otherwise dispose of all or any part of such remaining assets to any other corporation, trust or 
other entity and receive payment therefor in cash, stock or obligations of such other corporation, bust or other entity, or a combination thereof, 
and may set all or make any part of the consideration so received and distributed or any balance thereof in lcind to holders of Common Stock. 
The merger or consolidation of the Corporation into or with any other corporation, or the merger of any other corporation into it, or any 
purchase or redemption of shares of stock of the Corporation of any class, shall not be deemed to be a dissolution, liquidation, or winding-up of 
the Corporation for the purposes of this Article IV. 

3.  Except as may otheiwise be required by law, this Amended and Restated Certificate of Incorporation or the provisions of the resolution or 

E. Preferred Stock 

The express grant of authority to the Board of Directors of the Corporation to fix by resolution or resolutions the designations and the 
poweis, preferences and lights, and the qualifications, limitations or restrictions thereof, of the shares of Preferred Stock that ale not fixed by 
this Amended and Restated Certificate of Incorporation is as follows: 

Preferred Stock herein above authorized, reduced by the number of shares of Preferred Stock designated under Section C of this Article IV, as 
Preferred Stock of one or more series, as hereinafter provided. All shares of any one series of 

1. The Preferred Stock may be issued from time to time in any amount, not exceeding in the aggregate the total numbei of shares of 
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Preferred Stock shall be alike in every particular, each series thereof shall be distinctively designated by letter or desciiptive words, and all 
series of Piefei-red Stock shall lank equally and be identical in all respects except as permitted by tlie provisions of Subsection B 2 of this 
Article IV. 

2. Authority is hereby expressly granted to and vested in tlie Board of Directors from time to time to issue the Preferred Stock as Piefei-red 
Stock of any seiies and in connection with the creation of each such series to fix, by the resolution or resolutions pioviding for the issue of 
shares thereof, tlie voting powers, designations, preferences and relative, participating, optional or other special rights, and tlie qualifications, 
liniitations or restrictions thereof, if any, of such series, to the full extent now or hereafter permitted by the laws of the State of Delaware. 
Pursuant to the foiegoing general authority vested in the Board of Directors, but not in limitation of the powers conferred 011 the Board of 
Directors thereby and by tlie laws of the State of Delaware, the Board of Directors is expressly authorized to determine with respect to each 
series of Preferred Stock other than the series designated under Section C of this Article IV: 

the designation of such series and number of shares constituting such series; 

tlie dividend rate or amount of such series, the payment dates for dividends on shares of such series, the status of sucli dividends as 
cuiiiulative or non-cuniulative, the date from which dividends on shares of such series, if cumulative, shall be cuniulative, and the 
status of such as participating or non-participating after the payment of dividends as to which such shares are entitled to any 
preference; 

tlie price or prices (which amount may vary under different conditions or at different dates) at which, and the times, teniis and 
conditions on which, the shares of such series may be redeemed at tlie option of tlie Corporation; 

whether or not the shares of such series shall be made optionally or mandatorily convertible into, or exchangeable for, shares of any 
other class or classes or of any other series of the same or any other class or classes of stock of tlie Corporation or other securities and, 
if made so convertible or exchangeable, the conversion price or prices, or the rates of exchange, and tlie adjustments thereof, if any, at 
which such conversion or exchange may be made and any other terms and conditions of such conversion or exchange; 

whether or not the shares of such series shall be entitled to the benefit of a retirement or sinking h n d  to be applied to the purchase or 
redemption of shares of such series, and if so entitled, the amount of such fund and the manner of its application, including the price or 
prices at which sliares of such series may be redeemed or purchased through the application of such hnd ;  

whether or not the issue of any additional shares of such series or any future series in addition to such series or of any shares of any 
other class 
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of stock of the Corporation shall be subject to restrictions and, if so, the nature thereof; 

the lights and preferences, if any, of the holders of such series of Preferred Stock upon the voluntary os involuntaiy liquidation, 
dissolution or winding-up of the Corporation, and the status of the shares of such series as participating or non-participating aftei the 
satisfaction of any such rights and preferences; 

the full or limited voting sights, if any, to be provided for shares of such series, in addition to the voting rights provided by law; and 

any other relative powers, preferences and participating, optional or other special rights and the qualifications, limitations or 
restrictions thereof, of shares of such series; 

in each case, so far as not inconsistent with the provisions of this Amended and Restated Certificate of Incorporation or the Delawaie General 
Corporation L,aw then in effect. 

(g) 

(11) 

(i) 

C. Series A Junior Participating Preferred Stock. 

The designation and number of shares, and the powers, preferences and rights, and the qualifications, limitations or restrictions thereof, of a 

1. Desjgnation and Amount.. The shares of such series shall be designated as “Series A Junior Participating Preferred Stock” (tlie “Series A 

2. Dividelids aad DistribukaE. I 

the Series A Preferred Stock with respect to dividends, the holders of Series A Preferred Stock, in preference to the holders of Common 
Stock and of any other junior shares, shall be entitled to receive, when, as arid if declared by the Board of Directors out of fuiids legally 
available for the purpose, quarterly dividends payable in cash on the 20th day of February, May, August and November in each year (each 
such date being referred to herein as a “Quarterly Dividend Payment Date”), commencing on the first Quarterly Dividend Payment Date 
after the first issuance of a share os fraction of a share of Series A Preferred Stock, in an amount per share (rounded to the nearest cent) 
equal to tlie greater of (i) $26 or (ii) subject to the provision for adjustment hereinafter set forth, 100 times the aggregate per share amount of 
all cash dividends, and 100 times the aggregate per share amount (payable in kind) of all non-cash dividends or other distributions, other 
than a dividend payable in Cominon Stock or a subdivision of the outstanding Common Stock (by reclassification or otherwise), declared on 
tlie Common Stock since the immediately preceding Quarterly Dividend Payment Date or, with respect to the 

series of Preferred Stock are fixed by this Section C of ARTICLE IV as follows: 

Preferred Stock”) and the number of shares constituting the Series A Preferred Stock shall be 4,000,000. 

(a) Subject to the rights of the holders of any shares of any series of Preferred Stock (or any similar shares) ranking prior and superior to 
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first Quarterly Dividend Payment Date, since the first issuance of any share of Series A Preferred Stock or fraction of a share of Series A 
Preferred Stock. In the event the Corporation shall at any time declare or pay any dividend on the Common Stock payable in shares of 
Common Stock, or effect a subdivision or combination or consolidation of the outstanding Conmon Stock (by reclassification or otherwise 
than by payment of a dividend in Common Stock) into a greater or lesser number of shares of Conmon Stock, then in each such case tlie 
amount to which holders of Series A Preferred Stock were entitled immediately prior to such event under clause (b) of the preceding 
sentence shall be adjusted by multiplying such amount by a fraction, the numerator of which is the number of shares of Conmon Stock 
outstanding immediately after such event and tlie denominator of which is the number of shares of Common Stock that were outstanding 
immediately prior to such event. 

Section C immediately after it declares a dividend or distribution on the Common Stock (other than a dividend payable in shares of Coininon 
Stock); provided that, in the event no dividend or distribution shall have been declared on the Common Stock during the period between any 
Quarterly Dividend Paynient Date and the next subsequent Quarterly Dividend Payment Date, a dividend of $26 per share on the Series A 
Preferred Stock shall nevertheless be payable on such subsequent Quarterly Dividend Payment Date. 

(c) Dividends shall begin to accrue and be cumulative on outstanding shares of Series A Preferred Stock from the Quarterly Dividend 
Payment Date next preceding the date of issue of such shares, unless the date of issue of such shares is prior to the record date for the first 
Quarterly Dividend Payment Date, in which case dividends on such shares shall begin to accrue from the date of issue of such shares, or 
unless the date of issue is a Quarterly Dividend Payment Date or is a date after the record date for the deteiniination of holders of Series A 
Preferred Stock entitled to receive a quarterly dividend and before such Quarterly Dividend Payment Date, in either of which events such 
dividends shall begin to accrue and be cumulative from such Quarterly Dividend Payment Date. Accrued but unpaid dividends shall not bear 
interest. Dividends paid on the Series A Preferred Stock in an amount less than the total amount of such dividends at the time accrued and 
payable on such shares shall be allocated pro rata on a share-by-share basis among all such shares at the time outstanding. Tlie Board of 
Directors may fix a record date for the detei-rnination of holders of Series A Preferred Stock entitled to receive payment of a dividend or 
distribution declared thereon, which record date shall be not more than 60 days prior to the date fixed for the payment thereof. 

3. Voting Rights I Tlie holders of Series A Preferred Stock will have the following voting rights: 

(b) The Corporation shall declare a dividend or distribution on the Series A Preferred Stoclc as provided in paragraph 2(a) of this 
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(a) Subject to the provision for adjustment hereinafter set foi-th, each share of Series A Preferred Stock shall entitle the holder thereof to 
100 votes on all matters submitted to a vote of the stockholders of the Corporation. In the event the Corporation shall at any time declare or 
pay any dividend on the Common Stock payable in shares of Common Stock, or effect a subdivision or combination or consolidation of the 
outstanding shares of Common Stock (by reclassification or otherwise than by payment of a dividend in shares of Common Stock) into a 
greater or lesser number of shares of Common Stock, then in each such case the iiumber of votes per share to which holders of Series A 
Preferred Stock were entitled immediately prior to such event shall be adjusted by multiplying such number by a fiaction, the numerator of 
which is the number of shares of Common Stock outstanding immediately after such event and the denominator of which is the number of 
shares of Common Stock that were outstanding immediately prior to such event. 

(b) Except as otherwise provided in this Amended and Restated Certificate of Incorporation, in any resolution creating a series of 
Preferred Stock or by law, the holders of Series A Preferred Stock and the holders of Common Stock and any other capital stock of the 
Corporation having general voting rights shall vote together as one class on all matters submitted to a vote of stockholders of the 
Corporation. 

(c) If at the time of any annual meeting of stockholders for the election of directors a “default in preference dividends” on the Series A 
Preferred Stock shall exist, the number of directors constituting the Board of Directors of the Corporation shall be increased by two (2), and 
the holders of the Preferred Stock of all series (whether or not the holders of such series of Preferred Stock would be entitled to vote for the 
election of directors if such default in preference dividends did not exist) shall have the right at such meeting, voting together as a single 
class without regard to series, to the exclusion of the holders of Common Stock, to elect two (2) directors of the Corporation to fill such 
newly created directorships. Such right shall continue until there are no dividends in arrears upon the Preferred Stock. Each director elected 
by the holders of Preferred Stock (a “Preferred Director”) shall continue to serve as such director for the full term for which he shall have 
been elected, notwithstanding that prior to the end of such teim a default in preference dividends shall cease to exist. Any Prefeil-ed Director 
may be removed by, and shall not be removed except by, the vote of the holders of record of the outstanding Preferred Stock voting together 
as a single class without regard to series, at a meeting of the stockholders or of the holders of Preferred Stock called for the purpose. So long 
as a default in any preference dividends on the Preferred Stock shall exist, (i) any vacaiicy in the office of a Preferred Director may be filled 
(except as provided in the following clause (ii)) by an instrument in writing signed by the remaining Preferred Director and filed with the 
Corporation and (ii) in the case of the removal of any Preferred Director, the vacancy may be filled by the vote of the holders of the 
outstanding Preferred Stock voting together as a single class without regard to series, at the same meeting at which such removal shall be 
voted. Each director appointed as 
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aforesaid by the remaining Preferred Director shall be deemed, for all purposes hereof, to be a Preferred Director. Whenever the term of 
office of the Preferred Directors shall end and a default in preference dividends shall no longer exist, the number of directors constituting the 
Board of Directors of the Corporation shall be reduced by two (2). For the purposes hereof, a “default in preference dividends” on the 
Preferred Stock shall be deemed to have occurred whenever the amount of accrued dividends upon any series of the Preferred Stock shall be 
equivalent to six (6) full quarterly dividends or more, and, having so occurred, such default shall be deemed to exist thereafter until, but only 
until, all accrued dividends on all Prefeiied Stock of each and every series then outstanding shall have been paid to the end of the last 
preceding quarterly dividend period. 

(d) Except as set forth herein, or as otherwise provided by law, holders of Series A Preferred Stock shall have no special voting rights and 
their consent shall not be required (except to the extent they are entitled to vote with holders of Common Stock as set foith herein) for taking 
any corporate action. 

4. Certain Restrictions . 

(a) Whenever quarterly dividends or other dividends or distributions payable on the Series A Preferred Stock, as provided in paragraph 2 
of this Section C, are in assears, thereafter and until all accrued and unpaid dividends and distributions, whether or not declared, on Series A 
Preferred Stock outstanding shall have been paid in full, the Corporation shall not: 

(i) declare or pay dividends, or make any other distributions, on any shares ranking junior (either as to dividends or upon liquidation, 

(ii) declare or pay dividends, or make any other distributions, on any shares ranking on a parity (either as to dividends or upon 

dissolution or winding up) to the Series A Preferred Stock; 

liquidation, dissolution or winding up) with the Series A Preferred Stock, except dividends paid ratably on the Series A Prefened Stock 
and all such parity shares on which dividends are payable or in arrears in proportion to the total amounts to which the holders of all such 
shares are then entitled; 

(iii) redeem or purchase or otherwise acquire for consideration any shares ranking junior (either as to dividends or upon liquidation, 
dissolution or winding up) to the Series A Preferred Stock, provided that the Corporation may at any time redeem, purchase or otherwise 
acquire shares of any such junior shares in exchange for any shares of the corporation ranking junior (either as to dividends or upon 
dissolution, liquidation or winding up) to the Series A Preferred Stock; or 

Series A Prefened Stock, except in accordance with a purchase offer made 
(iv) redeem or purchase or otherwise acquire for consideration any Series A Preferred Stock, or any shares ranking on a parity with the 
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in writing or by publication (as deteimined by the Board of Directors) to all holders of such stock upon such terms as the Board of 
Directors, after consideration of the respective annual dividend rates and other relative rights and preferences of the respective series and 
classes, shall determine in good faith will result in fair and equitable treatment among the respective series or classes. 

(b) The Corporation shall not pennit any subsidiary of the Corporation to purchase or otherwise acquire for consideration any shares of 
the Corporation unless the Corporation could, under paragraph 4(a) of this Section C, purchase or otherwise acquire such shares at such time 
and in such manner. 

5. Reacquired Shares ~ Any Series A Preferred Stock purchased or otherwise acquired by the Corporation in any manner whatsoever shall 
be retired and, upon the filing of any certificate that may be required by Delaware law, canceled promptly after the acquisition thereof, All such 
shares shall upon their cancellation become authorized but unissued Preferred Stock and may be reissued as part of a new series of Preferred 
Stock sub,ject to the conditions and restrictions on issuance set forth in this Article IV or any resolution providing for the creation of any series 
of Preferred Stock adopted pursuant thereto or as otherwise required by law. 

6. Liguidatior?, Dllss_olUtjon o~ ~Wbidigg..Up . Upon any liquidation, dissolution or winding up of the Corporation, no distribution shall be 
made (a) to the holders of shares ranking junior (either as to dividends or upon liquidation, dissolution or winding up) to the Series A Preferred 
Stoclc unless, prior thereto, the holders of Series A Preferred Stock shall have received $6,000 per share, plus an amount equal to acciued and 
unpaid dividends and distributions thereon, whether or not declared, to the date of such payment, provided that the holders of Series A 
Preferred Stock shall be entitled to receive an aggregate amount per share, subject to the provision for adjustment hereinafter set forth, equal to 
100 times the aggregate amount to be distributed per share to holders of Common Stock, or (b) to the holders of shares ranking on a parity 
(either as to dividends or upon liquidation, dissolution or winding up) with the Series A Prefeired Stock, except distributions made ratably on 
the Series A Prefei-red Stock and all such parity shares in proportion to the total amounts to which the holders of all such shares are entitled 
upon such liquidation, dissolution or winding up. In the event the corporation shall at any time declare or pay any dividend on the Common 
Stock payable in shares of Common Stock, or effect a subdivision or combination or consolidation of the outstanding Common Stock (by 
reclassification or otherwise than by payment of a dividend in shares of Common Stock) into a greater or lesser number of shares of Conmon 
Stock, then in each such case the aggregate amount to which holders of Series A Preferred Stock were entitled immediately prior to such event 
under the proviso in clause (a) of the preceding sentence shall be adjusted by multiplying such amount by a fraction the numerator of which is 
the number of shares of Conmion Stock outstanding inmediately after such event and the denominator of which is the number of Common 
Stock that were outstanding inmiediately prior to such event. 

7. Consolidation, Merger, etc. In case the Corporation shall enter into any consolidation, merger, combination or other transaction in which 
the shares of Common Stock are exchanged for or changed into other shares or securities, cash and/or any other property, theii in any such case 
each share of Series A Preferred Stock shall at the same time be similarly exchanged or changed into an amount per share, subject to the 
provision for adjustment 
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hereinafter set forth, equal to 100 times the aggregate amount of shares, securities, cash and/or any other property (payable in kind), as the case 
may be, into which or for which each share of Common Stock is changed or exchanged. In the event the Corporation shall at any time declare 
or pay any dividend on the Corrunon Shares payable in shares of Common Stock, or effect a subdivision or combination or consolidation of the 
outstanding shares of Common Stock (by reclassification or otherwise than by payment of a dividend in shares of C o r n o n  Stock) into a 
greater or lesser number of shares of Common Stock, then in each such case the amount set forth in the preceding sentence with respect to the 
exchange or change of shares of Series A Preferred Stock shall be adjusted by multiplying such amount by a fraction, the numerator of which is 
the nuniber of shares of Common Stock outstanding immediately after such event and the denominator of which is the number of shares of 
Cornnion Stock that were outstanding immediately prior to such event. 

8. No Redemption.. The Series A Preferred Stock shall not be redeemable. 

9. Conversion . The Series A Preferred Stock shall not be convertible into Conmion Stock or shares of any other series of any other class of 

10. R&" The Series A Preferred Stock shall rank, with respect to the payment of dividends and the distribution of assets, junior to all 
series of any other class of Preferred Stock, unless the terms of any such series shall provide otherwise. 

11, Amendment.. This Amended and Restated Certificate of Incorporation shall not be amended in any inaimer which would materially 
alter or change the powers, preferences or special rights of the Series A Preferred Stock so as to affect them adversely without the affirmative 
vote of the holders of at least two-thirds of the outstanding Series A Preferred Stock, voting together as a single class. 

Prefened Stock. 

Article V 
Board of Directors 

A. Election and Removal of Directors 

1 I The Board of Directors shall consist of not less than nine (9) or more than twelve (12) peisons, the exact number to be fixed from time to 
time exclusively by the Board of Directors pursuant to a resolution adopted by a majority of the total number of authorized directors (whether 
01 not there exist any vacancies in previously authorized directorships at the time any such resolution is presented to the Board for adoption), 
provided, however, this provision shall not act to limit Board size in the event the holders of one or more series of Preferred Stock are entitled 
to elect directors to the exclusion of holders of Comnion Stock. Each director who is serving as a director on the date of this Amended and 
Restated Certificate of Incorporation shall hold office until the next annual meeting of stockholders following such date and until his or her 
successoi has been duly elected and qualified, notwithstanding that such director may have been elected for a term that extended beyond the 
date of such next annual meeting of stockholders. At each annual meeting of the stockholders of the Corporation after the date of this Amended 
and Restated Certificate of Incorporation, directors elected at such annual meeting shall hold office until the next annual meeting of 
stockholders and until their successors have been duly elected and qualified. 

the right (to the exclusion of 
2. Notwithstanding the foregoing and except as otherwise provided by law, whenever the holders of any series of Preferred Stock shall have 

httr,://ir.nisource.com/EdgarDetail.cfnn?CompanyID=NI&CIK=l11171 1&FID=9SO1~7-06-6006&SID=O ... 3/30/2007 



NISOURCE INC/DE (Form: 8-IC, Received: 05/16/2006 15:47:47) Page 18 of 40 

holders of Common Stock) to elect directors of the Corporation pursuant to the provisions of Article IV or any resolution adopted pursuant 
thereto, the election of such directors of the Corporation shall be governed by the tenns and provisions of Article IV or said resolutions and 
such directors shall be elected to hold office for a term expiring at the annual meeting of stockholders held in the first year following their 
election or, if such right of the holders of the Preferred Stock is terminated, for a term expiring in accordance with the provisions of Article IV 
or such resolutions. 

3. Newly-created directorships resulting from any increase in the authorized number of directors or any vacancies in the Board of Directors 
resulting from death, resignation, retirement, disqualification, removal from office or other cause may be filled only by a majority vote of the 
directors then in office, even though less than a quorum of the Board of Directors, acting at a regular or special meeting. If any applicable 
provision of the Delaware General Corporatiori L.aw, Article IV or any resolution adopted pursuant to Article IV expressly confers power on 
stockholders to fill such a directorship at a special meeting of stockholders, such a directorship may be filled at such a meeting only by the 
affirmative vote of at least 80 percent of the combined voting powers of the outstanding shares of stoclc of the Corporation entitled to vote 
generally; provided, however, that when (a) pursuant to the provisions of Article IV or any resolutions adopted pursuant thereto, the holders of 
any series of Preferred Stock have the right (to the exclusion of holders of the Common Stock), and have exercised such right, to elect directors 
and (b) Delaware General Corporation Law, Article IV or any such resolution expressly confers on stockholders voting rights as aforesaid, if 
the directorship to be filled had beerr occupied by a director elected by the holders of Conlmon Stock, then such directorship shall be filled by 
an 80 percent vote as aforesaid, but if such directorship to be filled had been elected by holders of Preferred Stock, then such directorship shall 
be filled in accordance with Article IV or the applicable resolutions adopted under Article IV. Any director elected in accordance with the two 
preceding sentences shall hold office until such director’s successor shall have been elected and qualified unless such director was elected by 
holders of Preferred Stock (acting to the exclusion of the holders of Common Stock), in which case such director’s term shall expire in 
accordance with Article IV or the applicable resolutions adopted pursuant to Article IV. No decrease in the number of authorized directors 
constituting the entire Board of Directors shall shorten the term of any incumbent director, except as otheiwise provided in Article IV or the 
applicable resolutions adopted pursuant to Article IV with respect to directorships created pursuant to one or more series of Preferred Stock. 

4. Subject to the rights of the holders of any series of Preferred Stock to elect directors under specified circumstances, any director or 
directors may be removed from office at any time, but only for cause and only by the affirmative vote of the holders of at least 80 percent of the 
combined voting power of all of the then-outstanding shares of stock of the Corporation entitled to vote generally, voting together as a single 
class (it being understood that for all purposes of this Article V, each share of Preferred Stock shall have the number of votes, if any, granted to 
it pursuant to this Amended and Restated Certificate of Incorporation or any resolution adopted pursuant to Article IV). 

5. Notwithstanding any other provision of this Amended and Restated Certificate of Incorporation or any provision of law which might 
otherwise pennit a lesser vote or no vote, but in addition to any affirmative vote of the holders of any particular class or series of the stock of 
the Corporation required by law, this Amended and Restated Certificate of Incorporation or any resolution adopted pursuant to Article IV, the 
affiimative vote of at least 80 percent of the total number of authorized directors (whether or not there exist any vacancies in previously 
authorized 

http://ir.nisource.corn/EdgarDetail.cfrn?C~rnpanyID=NI&CI~=l111711 &FID=9S0137-06-6006&SID=0 ... 3/30/2007 



NISOURCE INCDE (Forrn: &I<, Received: 05/16/2006 15:47:47) Page 19 of 40 

directorships at the time any such alteration, amendment or repeal is presented to the Board for adoption), shall be required to alter, amend 01 

repeal this Article V, or any provision hereof. 

E. Liability, Indemnification and Insurance 

1. Lifitahion on Liability . To the fullest extent that the Delaware General Corporation Law as it exists on the date hereof or as it may 
hereafter be amended permits the limitation or elimination of the personal liability of directors, no director of the Corporation shall be liable to 
the Corporation or its stockholders for monetary damages for breach of fiduciary duty as a director. No ameiidment to or repeal of this 
Section B. 1 shall apply to or have any effect on the liability or alleged liability of any director of the Corporation for or with respect to any acts 
or omissions of such director occuiTing prior to such amendment or repeal. 

(the Indemnitee) who was or is involved in any manner (including, without limitation, as a party or a witness) or is threatened to be made so 
involved in any threatened, pending or conipleted investigation, claim, action, suit or proceeding, whether civil, criminal, administrative or 
investigative (including, without limitation, any action, suit or proceeding by or in the right of the Corporation to procure a judgment in its 
favor) (a “Proceeding”) by reason of the fact that such person is or was a director, officer, employee or agent of the Corporation, or of NiSource 
Corporate Services Company or is or was serving at the request of the Corporation as a director, officer, employee or agent of another 
corporation, partnership, joint venture, trust or other enterprise (including, without limitation, any employee benefit plan) against all expenses 
including attorneys’ fees), judgments, fines and amounts paid in settlement actually and reasonably incurred by such person in connection with 
such Proceeding. Such indemnification shall be a contract right and shall include the right to receive payment of any expenses incurred by the 
Indenmitee in connection with such Proceeding in advance of its final disposition, consistent with the provisions of applicable law as then in 
effect. 

3. Insurance, Conhacts and Funding.. The Corporation may purchase and maintain insurance to protect itself and any Indemnitee against 
any expenses, judgments, fines and amounts paid in settlement as specified in Subsection B.2 of this Section B or incurred by any Indenmitee 
in connection with any Proceeding referred to in Subsection B.2 of this Section B, to the fullest extent permitted by applicable law as then in 
effect. The Corporation niay enter into contracts with any director, officer, employee or agent of the Corporation in furtherance of the 
provisions of this Section B and niay create a trust fund, grant a security interest or use other means (including, without limitation, a letter of 
credit) to ensure the payment of such amounts as may be necessary to effect indemnification as provided in this Section B. 

4. Idemification;-No Exclusive Riyht . The right of indemnification provided in this Section B shall not be exclusive of any other rights 
to which those seeking indemnification may otherwise be entitled, and the provisions of this Section B shall inure to the benefit of the heirs and 
legal representatives of any person entitled to indemnity under this Section B and shall be applicable to Proceedings commenced or continuing 
after the adoption of this Section B, whether arising fiom acts or omissions occurring before or after such adoption. 

5. Advancement.&Ezpenses; Procedures; Presumptions and Effect of Certain Proceedings; Remedies . In furtherance, but not in liniitation 
of the foregoing provisions, the following procedures, presumptions and remedies shall apply with respect to advancement of expenses and the 
right to indemnification under this Section B: 

2. Right to Indemnification . The Corporation shall to the fullest extent permitted by applicable law as then in effect indemnify any person 
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(a) Advancemenj.QfExpemes . All reasonable expenses incurred by or on behalf of the Indeinnitee in connection with any Proceeding 
shall be advanced to the Indemnitee by the Corporation within twenty (20) days after the receipt by the Corporation of a statement or 
statements fiom the Indenmitee requesting such advance or advances from time to time, whether prior to or after final disposition of such 
Proceeding. Such statement or statements shall reasonably evidence the expenses incurred by the Indemnitee and, if required by law at the 
time of such advance, shall include or be accompanied by an undertaking by or on behalf of the Indemnitee to repay the amounts advanced 
if it should ultimately be determined that the Indemnitee is not entitled to be indemnified against such expenses pursuant to this Section B. 

(b) Procedure for Determination of Entitlement to Indemnification. 

including such documentation and information as is reasonably available to the Indemnitee and reasonably necessary to deteimine 
whether and to what extent the Indemnitee is entitled to indemnification (the “Supporting Documentation”). The determination of the 
Indemnitee’s entitlement to indemnification shall be made riot later than sixty (60) days after receipt by the Corporation of the written 
request for indemnification together with the Supporting Documentation. The Secretaiy of the Corporation shall, promptly upon receipt 
of such a request for indemnification, advise the Board of Directors in writing that the Indemnitee has requested indenmification. 

(ii) The Indemnitee’s entitlement to indemnification under this Section B shall be deteimined in one of the following ways: (A) by a 
majority vote of the Disinterested Directors (as hereinafter defined), even if they constitute less than a quorum of the Board; (B) by a 
written opinion of Independent Counsel (as hereinafter defined) if (x) a Change of Control (as heieinafter defined) shall have occurred 
and the Indemnitee so requests or (y) there are no Disinterested Directors or a majority of such Disinterested Directors so directs; (C) by 
the stockholders of the Corporation (but only if a majority of the Disinterested Directors presents tlie issue of entitlement to 
indemnification to the stockholders for their determination); or (D) as provided in Section BS(c). 

(iii) In the event the determination of entitlement to indemnification is to be made by Independent Counsel pursuant to Section B.S(b) 
(ii), a majority of tlie Disinterested Directors shall select the Independent Counsel (except that if there are no Disinterested Directors, the 
Corporation’s General Counsel shall select the Independent Counsel), but only an Independent Counsel to which the Indemnitee does iiot 
reasonably object; provided, however, that if a Change of Control shall have occurred, the Indemnitee shall select such Independent 
Counsel, but only an Independent Counsel to which the Board of Directors does not reasonably object. 

(iv) The only basis upon which a finding of no entitlement to indemnification may be niade is that indemnification is prohibited by 
law. 

(c) PresumptioLs. gnd-Enest-of Certain Proceedings I Except as otheiwise expressly provided in this Section B, if a Change of Control 

(i) To obtain indemnification under this Section B, an Indemnitee shall subniit to the Secretary of the Corporation a written request, 

shall have occurred, the 
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Indenmitee shall be presumed to be entitled to indermiification under this Section B upon submission of a request for indemnification 
together with the Supporting Documentation in accordance with Section B.S(b)(i), and thereafter the Corporation shall have the burden of 
proof to overcome that presumption in reaching a contrary determination. In any event, if the person or persons empowered under 
Section B.S(b) to determine entitlement to indemnification shall not have been appointed or shall not have made a determination within sixty 
(60) days after receipt by the Corporation of the request therefor together with the Supporting Documentation, the Indemnitee shall be 
deemed to be entitled to indemnification and the Indemnitee shall be entitled to such indemnification unless (A) the Indemnitee 
misrepresented or failed to disclose a material fact in making the request for indemnification or in the Supporting Documentation or 
(B) such indemnification is prohibited by law. The termination of any Proceeding described in Section B.2, or of any claim, issue 01 matter 
therein, by judgment, order, settlement or conviction, or upon a plea of nolo contendere or its equivalent, shall not, of itself, adversely affect 
the right of the Indenmitee to indemnification or create a presumption that the Indemnitee did not act in good faith and in a manner which 
the Indemnitee reasonably believed to be in or not opposed to the best interests of the Corporation or, with respect to any criminal 
Proceeding, that the Indemnitee had reasonable cause to believe that the Indemnitee’s conduct was unlawful. 

( 4  Remedia OX I K ~ E E W ~ ~ .  
(i) I n  the event that a determination is made, pursuant to Section B.S(b) that the Indemnitee is not entitled to indemnification under this 

Section B, (A) the Indemnitee shall be entitled to seek an adjudication of his entitlement to such indemnification either, at the 
Indemnitee’s sole option, in (x) an appropriate court of the State of Delaware or any other court of competent jurisdiction or (y) an 
arbitration to be conducted by a single arbitrator pursuant to the rules of the American Arbitration Association; (B) any such judicial 
Proceeding or arbitration shall be de novo and the Indemnitee shall not be prejudiced by reason of such adverse determination; and (C) in 
any such judicial Proceeding or arbitration the Corporation shall have the burden of proving that the Indemnitee is not entitled to 
indemnification under this Section B. 

(ii) If a determination shall have been made or deemed to have been made, pursuant to Section B.S(b) or (c), that the Indemnitee is 
entitled to indemnification, the Corporation shall be obligated to pay the amounts constituting such indenmification within five ( 5 )  days 
after such determination has been made or deemed to have been rnade and shall be conclusively bound by such determination unless 
(A) the Indemnitee misrepresented or failed to disclose a material fact in making the request for indemnification or in tlie supporting 
Docurnentation or (B) such indemnification is prohibited by law. In the event that (x) advancement of expenses is not timely made 
pursuant to Section B.S(a) or (y) payment of indemnification is not made within five (5) days after a deteimination of entitlement to 
indemnification has been made or deemed to have been made pursuant to Section B.S(b) or (c), the Indenmitee shall be entitled to seek 
judicial enforcement of the Corporation’s obligation to pay to the Indemnitee such advancement of expenses or indemnification. 
Notwithstanding the foregoing, the Corporation may bring an action, in an appropriate court in the State of Delaware or any other court of 
competent jurisdiction, contesting the right of the Indemnitee to receive indemnification hereunder due to the 

littp://ir.iiisource.corn/Edgar~etail.cfm?CoinpanyI~=NI&CIK=llll7l l&FID=9S0137-06-6006&SID=0 ... 3/30/2007 



NISOURCE INC/DE (Form: 8-K, Received: 05/16/2006 15:47:47) Page 22 of 40 

occurrence of an event described in subclause (A) or (B) of this clause (ii) (a “Disqualifying Event”); provided, however, that in any such 
action the Corporation shall have the burden of proving the occurrence of such Disqualifying Event. 

Section B.S(d) that the procedures and preemptions of this Section B are not valid, binding and enforceable and shall stipulate in any such 
court or before any such arbitrator that the Corporation is bound by all the provisions of this Section B. 

enforce his rights under, or to recover damages for breach of, this Section B, the Indemnitee shall be entitled to recover from the 
Corporation, and shall be indemnified by the Corporation against, any expenses actually and reasonably incurred by the Indemnitee if the 
Indemnitee prevails in such ,judicial ad.judication or arbitration. If it shall be determined in such judicial adjudication or arbitration that the 
Indemnitee is entitled to receive part but not all of the indemnification or advancement of expenses sought, the expenses incurred by the 
Indemnitee in connection with such judicial adjudication or arbitration shall be prorated accordingly. 

(e) Definitions.. For purposes of this Section B.5: 

a “holding company in respect to the Corporation or any determination by the Securities and Exchange Commission that any “person” 
should be subject to the obligations, duties, and liabilities if imposed by said Act by virtue of his, hers or its influence over the 
management or policies of the Corporation, or (B) whether or not said Act is in effect a change in control of the Corporation of a nature 
that would be required to be reported in response to Item 6(e) of Schedule 14A of Regulation 14A promulgated under the Securities 
Exchange Act of 1934 (the “Exchange Act”), whether or not the Corporation is then sub,ject to such reporting requirement; provided that, 
without limitation, such a change in control shall be deemed to have occurred if (i) any “person” (as such teini is used in Sections 13(d) 
and 14(d) of the Exchange Act) is or becomes the “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act), directly or 
indirectly, of securities of the Corporation representing ten percent or more of the combined voting power of the Corporation’s then 
outstanding securities without the prior approval of at least two-thirds of the members of the Board of Directors in office immediately 
prior to such acquisition; (ii) the Corporation is a party to a merger, consolidation, sale of assets or other reorganization, or a proxy 
contest, as a consequence of which members of the Board of Directors in office immediately prior to such transaction or event constitute 
less than a majority of the Board of Directors thereafter; or (iii) during any period of two consecutive years, individuals who at the 
beginning of such period constituted the Board of Directors (including for this purpose any new director whose election or nomination for 
election by the Corporation’s stockholders was approved by a vote of at least two-thirds of the directors then still in office who were 
directors 

(iii) The Corporation shall be precluded from asserting in any judicial Proceeding or arbitration commenced pursuant to this 

(iv) In the event that the Indemnitee, pursuant to this Section B.5(d), seeks ajudicial adjudication of or an award in arbitration to 

(i) “Change in Control” means (A) so long as the Public Utility Holding Company Act of 1935 is in effect, any “company” becoming 
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at the beginning of such period) cease for any reason to constitute at least a majority of the Board of Directors. 

indemnification is sought by the Indemnitee. 

retained to represent: (A) the Corporation or the Indemnitee in any matter material to either such party or (B) any other party to the 
Proceeding giving rise to a claim for indemnification under this Section B. Notwithstanding the foregoing, the term “Independent 
Counsel” shall not include any person who, under the applicable standards of professional conduct then prevailing under Delaware law, 
would liave a conflict of interest in representing either the Corporation or the Indemnitee in an action to determine the Indemnitee’s rights 
under this Section B. 

(ii) “Disinterested Director” means a director of the Corporation who is not or was not a party to the Proceeding in respect of which 

(iii) “Independent Counsel” means a law firm or a member of a law firm that neither presently is, nor in the past five years has been, 

6. Severability.. If any provision or provisions of this Section B shall be held to be invalid, illegal or unenforceable for any reason 
whatsoever: (i) the validity, legality and enforceability of the remaining provision of this Section B (including, without limitation, all portions 
of any paragraph of this Section B containing any such provision held to be invalid, illegal or unenforceable, that are not themselves invalid, 
illegal or unenforceable) shall not in any way be affected or impaired thereby; and (ii) to the fullest extent possible, the provisions of this 
Section B (including, without limitation, all portions of any paragraph of this Section B containing any such provision held to be invalid, illegal 
or unenforceable, that are not themselves invalid, illegal or unenforceable) shall be construed so as to give effect to the intent manifested by the 
provision held invalid, illegal or unenforceable. 

amendments thereof, substitutions therefor and successors thereto. 
7. Successor Laws, .Regulations .and Agencies . Reference herein to laws, regulations or agencies shall be deemed to include all 

Article VI 
General Powers of the Board of Directors 

A. Bylaws 

The Board of Directors shall have the power to make, alter, amend and repeal the Bylaws of the Corporation in such form and with such terms 
as the Board inay determine, subject to the power granted to stockholders to alter or repeal the Bylaws provided under Delaware law; provided, 
however, that, notwithstanding any other provision of this Amended and Restated Certificate of Incoiporation or any provision of law which 
might otherwise permit a lesser vote or no vote, the affirmative vote of at least 80 percent of the total number of authorized directors (whether 
or not there exist any vacancies in previously authorized directorships at the time any such alteration, amendment or repeal is presented to the 
Board for adoption), shall be required to alter, amend or repeal any provision of the Bylaws which is to the same effect as any one or more 
sections of this Article VI. 
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E. Charter Amendments 

Subject to the provisions hereof, the Corporation, through its Board of Directors, reserves the right at any time, and from time to time, to 
amend, alter, repeal or rescind any provision contained in this Amended and Restated Certificate of Incorporation in the manner now 01 

hereinafter prescribed by law, and any other provisions authorized by Delaware Iaw at the time enforced may be added or inserted, in the 
manner now or hereinafter prescribed by law, and any and all rights, preferences and privileges of whatsoever nature confeiTed upon 
stockholders, directors or any other persons whomsoever by and pursuant to this Amended and Restated Certificate of Incorporation in its 
present form or as hereinafter amended are granted subject to the rights reserved in this Article. 
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Exhibit 3.2 

NISOURCE INC. 

AMENDED AND RESTATED 
BY-LAWS 

As Amended through May 12,2006 
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AMENDED AND RESTATED 

BY-LAWS 

OF 

NISOURCE INC. 

ARTICLE I 

SEAL 

The corporate seal of the Coi-poration shall consist of a metallic stamp circular in form, bearing in its center the figures “2000” and the 
words “Incorporated” and “Delaware” and on the outer edge the name of the Corporation. 

ARTICLE I1 

OFFICES 

The location of the Corporation’s principal office shall be at 801 East 86th Avenue, in the Town of Mei-rillville, County of Lake, in the State 

The Corporation may, in addition to its principal office in the State of Indiana, establish and maintain an office or offices in such other states 

The books, documents, and papers of the Corporation, except as may be otherwise required by the laws of the State of Delaware, may be 

of Indiana. 

and places as the Board of Directors may fiom time to time find necessary or desirable. 

kept outside of the said State at such places as the Board of Directors may from time to time designate. 

ARTICL,E I11 

CAPITAL STOCK 

Every stockholder shall be entitled to have a certificate, signed by, or in the name of the Corporation by, the Chairman, the President or a 
Vice President and the Treasurer or an Assistant Treasurer or the Secretary or an Assistant Secretary of the Corporation, certifying the number 
of shares owned by him in the Corporation; provided, however, that any such signature on the certificate may be a facsimile. In case any officer 
or officers, Transfer Agent or Registrar who shall have signed, or whose facsimile signature or signatures shall have been used on any such 
certificate or certificates shall cease to be such officer or officers of the Corporation, Transfer Agent or Registrar, whether because of death, 
resignation or otherwise, before such certificate or certificates shall have been delivered by the Corporation, such certificate or certificates may 
nevertheless be issued and delivered as though the person or persons who signed such Certificate or certificates or whose facsimile signature or 
signatures shall have been used thereon had not 
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ceased to be such officer or officers of the Corporation, Transfer Agent or Registrar. Such certificates shall be transferable on the stock books 
of the Corporation in person or by attorney, but, except as hereinafter provided in the case of loss, destruction or mutilation of certificates, no 
transfer of stock shall be entered until the previous certificate, if any, given for the same shall have been surrendered and canceled. 

The person in whose name shares of stock stand on the books of the Corporation shall be deemed the owner thereof for all purposes as 
regards the Corporation. 

The Board of Directors may make such rules and regulations as it may deem expedient, not inconsistent with these By-Laws, concerning the 
issue, transfer and registration of certificates for shares of the capital stock of the Corporation. It may appoint one or more Transfer Agents or 
one or more Registrars or both, and may require all certificates of stock to bear the signature of either or both. 

acljournnient thereof, or to express consent to corporate action in writing without a meeting, or entitled to receive payment of any dividend or 
other distribution or allotment of any rights, or entitled to exercise any rights in  respect of any other change, conversion or exchange of stock or 
for the purpose of any other lawful action, the Board of Directors may fix in advance a record date, which shall not be more than sixty nor less 
than ten days before the date of such meeting, nor more than sixty days prior to any other action. If in any case involving the determination of 
stockholders for any purpose other than notice of or voting at a meeting of stockholders the Board shall not fix such a record date, the record 
date for determining stockholders for such purpose shall be the close of business on the day on which the Board shall adopt the resolution 
relating thereto. A determination of stockholders entitled to notice of, or to vote at, a meeting of stockholders, shall apply to any adjouinnient 
of the meeting; provided, however, that the Board may fix a new record date for the adjourned meeting. 

In case of loss, destruction or mutilation of any certificate of stock, another may be issued in its place upon proof of such loss, destruction or 
mutilation and upon the giving to the Corporation of a bond sufficient to indemnify the Corporation, its Transfer Agents and Registrars, against 
any claim that may be made against it or them on account of the alleged loss or destruction of any such certificate or the issuance of such new 
certificate; provided, however, that a new certificate may be issued without requiring any bond when, in the judgment of the Board of 
Directors, it is proper so to do. 

In order that the Corporation may determine the stockholders entitled to notice of, or to vote at, a meeting of stockholders or any 

ARTICLE IV 

STOCKHOLDERS’ MEET-MIN 
(a) All meetings of the stoclcholders shall be held at such place, either within or without the State of Delaware, as the Boaid of Directors 

(b) The annual meeting of the stockholders of the Corporation, for the election of Directors and for the transaction of such other business as 

shall determine The place at which any given meeting shall be held shall be distinctly specified in the notice of such meeting. 

may come before the meeting, shall be held on the second Tuesday in May of each year, at ten o’clock in the morning, unless such day shall 
fall on a legal holiday, in which event the annual meeting shall be held on the day following. Such date and time of meeting may be changed by 
action of the Board of Directors. 
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(c) Special meetings of stockholders of the Corporation may be called only by the Board of Directors pursuant to a resolution adopted by a 
majority of the total number of authorized directors (wliether or not there exist any vacancies in previously authorized directorships at the time 
any such resolution is presented to the Board for adoption) 

(d) If the annual meeting of the stockholders is not held as herein prescribed, the election of Directors may be held at any meeting thereafter 
called pursuant to these By-Laws. 

(e) Notice of the annual and of all special meetings of the stockholders shall be given each holder of stock of the Corporation having power 
to vote at such meeting by depositing in the LJnited States mail a written or printed notice of the same not less than ten nor more than sixty days 
prior to the meeting, with postage prepaid, to each such stockholder of record of the Corporation and addressed to him at his address as 
registered upon the books of the Corporation. Except in special cases where other provision is made by statute, no publication of any notice of 
a meeting of stockholders shall be required. Every notice of a meeting of stockholders shall state the place, date and hour of the meeting and, in 
the case of a special meeting, the purpose or purposes for which the meeting is called. Notice of any meeting of stockholders shall not be 
required to be given to any stockholder who shall attend such meeting in person or by proxy except a stockholder who shall attend such 
meeting for the express purpose of objecting, at the beginning of the meeting, to the transaction of any business because the meeting was not 
lawfully called or convened. Except where otherwise required by statute for an adjournment exceeding thirty days or if a new record date is 
fixed for the adjourned meeting, notice of any adjourned meeting of the stockholders of the Corporation shall not be required to be given if the 
time and place thereof are announced at the meeting which is adjourned. 

It shall be the duty of the officer who shall have charge of the stock ledger of the Corporation to prepare and make, at least ten days before 
every meeting of stockholders, a coniplete list of the stockholders entitled to vote at said meeting, arranged in alphabetical order, showing their 
addresses of record and the number of shares held by each. Such list shall be open to the examination of any stockholder, for any purpose 
germane to the meeting, for a period of at least ten days prior to the meeting: (i) on a reasonably accessible electronic network, provided that 
the information required to gain access to such list is provided with the notice of the meeting, or (ii) during ordinary business hours, at the 
principal place of business of the Corporation. In the event that the meeting is to be held at a place other than the Corporation’s principal place 
of business, then the list shall be produced and kept at the time and place of the meeting during the whole time thereof, and may be inspected 
by any stockholder who is present. If the meeting is to be held solely by means of remote communication, then the list shall also be open to the 
examination of any stockholder during the whole time of the meeting on a reasonably accessible electronic network, and the infomation 
required to access such list shall be provided with the notice of the meeting. 

( f )  The holders of a majority of the stock issued and outstanding and entitled to vote thereat, present in person, or represented by proxy, 
shall be requisite and shall constitute a quorum at all meetings of the stockholders for the transaction of any business except as otherwise 
provided by law, by the Certificate of Incorporation or by these By-Laws. If, however, such majority shall not be present or represented at any 
meeting of the stockholders, the stockholders entitled to vote thereat present in person or by proxy shall have power to adjourn the meeting 
from time to time. At any such adjourned meeting at which the requisite amount of voting stock shall be represented any business may be 
transacted which might have been transacted at the meeting as originally called. 
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Each stockholder entitled to vote at a meeting of stockholders may authorize another person or persons to act for such stockholder by proxy, 
but no proxy shall be valid after three years from the date of its execution, unless a longer time is expressly provided therein. Without limiting 
the manner in which a shareholder may authorize another person or persons to act for such shareholder as proxy pursuant to the foregoing 
sentence, a shareholder may validly grant such authority (i) by executing a writing authorizing another person or persons to act for such 
stockholder as proxy or (ii) by authorizing another person or persons to act for such stockholder as proxy by transmitting or authorizing the 
transmission of a telegram, cablegram, or other means of electronic submission to the person who will be the holder of the proxy or to a proxy 
solicitation firm, proxy support service organization or similar agency duly authorized by the person who will be the holder of the proxy to 
ieceive the submission, provided that any such telegram, cablegram or other means of electronic submission must either contain or be 
accompanied by information from which it can be determined that the telegram, cablegram or other electronic submission was transniitted by 
or authoi,ized by the stockholder, or by any other method allowed under the Delaware General Corporation L,aw. 

(g) Any action required or permitted to be taken by the stockholders of the Corporation must be effected at a duly called annual or special 
meeting of stockholders of the Corporation and may not be effected by any consent in writing by such stockholders. 

(h) At any annual or special meeting of stockholders, persons nominated for election as directors by stockholders and the proposal of 
business to be considered by the stockholders shall be entertained only if advance notice thereof has been timely given as provided herein and 
such proposals or nominations are otherwise proper for consideration under applicable law and the Certificate of Incorporation and By-Laws of 
the Corporation. Notice of any proposal to be presented by any stockholder or of the name of any person to be nominated by any stockholder 
for election as a director of the Corporation at any meeting of stockholders shall be delivered to the Secretaiy of the Corporation at its principal 
executive office not less than 90 nor more than 120 days prior to the date of the meeting; provided, however, that if the date of the meeting is 
first publicly announced or disclosed (in a public filing or otheiwise) less than 100 days piior to the date of the meeting, such advance notice 
shall be given not more than ten days after such date is first so announced or disclosed. Public notice shall be deemed to have been given more 
than 100 days in advance of the annual meeting if the Corporation shall have previously disclosed, in these By-Laws or otherwise, that the 
aiuiual meeting in each year is to be held on a determinable date, unless and until the Board determines to hold the meeting on a different date. 
Any stockholder who gives notice of any such proposal shall deliver therewith the text of the proposal to be presented and a brief written 
statement of the reasons why such stockholder favors the proposal and setting forth such stockholder’s name and address, the number and class 
of all shares of each class of stock of the Corporation beneficially owned by such stockholder and any material interest of such stockholder in 
the proposal (other than as a stocldiolder). Any stockholder desiring to nominate any person for election as a director of the Corporation shall 
deliver with such notice a statement in writing setting forth the name of the person to be nominated, the number and class of all shares of each 
class of stock of the Corporation beneficially owned by such person, the infomation regarding such person required by paragraphs (a), (e) and 
( f )  of Item 401 of Regulation S-IC adopted by the U.S. Securities and Exchange Cornmission (or the corresponding provisions of any 
regulation subsequently adopted by the U S .  Securities and Exchange Commission applicable to the Corporation), such person’s signed consent 
to serve as a director of the Corporation if elected, such stockholder’s name and address and the number and class of all shares of each class of 
stock of the Corporation beneficially owned by such stockholder. As used herein, shares “beneficially owned” shall mean all shares as 
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to which such person, together with such person’s affiliates and associates (as defined in Rule 12b-2 under the Securities Exchange Act of 
1934), may be deemed to beneficially own pursuant to Rules 13d-3 and 13d-5 under the Securities Exchange Act of 1934, as well as all 
shares as to which such person, together with such person’s affiliates and associates, has the right to become the beneficial owner pursuant to 
any agreement or understanding, or upon the exercise of warrants, options or rights to convert or exchange (whether such rights are exercisable 
immediately or only after the passage of time or the occurrence of conditions). The person presiding at the meeting, in addition to making any 
other determinations that may be appropriate to the conduct of the meeting, shall determine whether such notice has been duly given and shall 
direct that proposals and nominees not be considered if such notice has not been given. 

ARTICLE V 

BOARD OF DIRECTORS 

(a) The management of business and affairs of the Corporation shall be under the direction of a Board of Directors consisting of not less 
than nine (9) or more than twelve (12) persons, the exact number to be fixed from time to time exclusively by the Board of Directors pursuant 
to a resolution adopted by a majority of the total number of authorized directors (whether or not there exist any vacancies in previously 
authorized directorships at the time of any such resolution is presented to the Board for adoption). Each director who is serving as a director 
immediately following the annual meeting of stockholders on May 10, 2006 shall hold office until the next annual meeting of stockholders 
following such date and until his or her successor has been duly elected and qualified, notwithstanding that such director may have been elected 
for a term that extended beyond the date of such next annual meeting of stockholders. At each annual meeting of the stockholders of the 
Corporation after the annual meeting of stockholders on May 10, 2006, directors elected at such annual meeting shall hold office until the next 
aiviual meeting of stockholders and until their successors have been duly elected and qualified. 

(b) Any director of the Corporation may resign at any time by giving written notice thereof to the Corporation. Such resignation shall take 
effect at the time specified therefor, and unless otheiwise specified with respect thereto the acceptance of such resignation shall not be 
necessary to make it effective. Subject to the rights of the holders of the Preferred Stock to elect directors under specified circumstances, any 
director, or the entire Board of Directors, may be removed from office at any time, but only for cause and only by the affiirnative vote of the 
holders of at least 80 percent of the combined voting power of all of the then outstanding shares of stock of all classes and series of the 
Corporation entitled to vote generally (the “Voting Stock”), voting together as a single class (it being understood that, for all purposes of tliese 
By-Laws, each share of the Prefeiied Stock shall have the number of votes granted to it pursuant to the Corporation’s Certificate of 
Incorporation or any designation of terms of any class or series of Preferred Stock made pursuant to the Certificate of Incorporation). The 
Corporation must notify the director of the grounds of his impending removal and the director shall have an opportunity, at the expense of the 
Corporation, to present his defense to the stockholders by a statement which accompanies or precedes the Corporation’s solicitation of proxies 
to remove him. The term “entire Board” as used in these By-Laws means the total number of directors which the Corporation would have if 
there were no vacancies. 

(c) Newly created directorships resulting from any increase in the authorized number of directors or any vacancies in the Board of Directors 
resulting from death, resignation, retirement, disqualification, removal from office or other cause may be filled only by a majority 
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vote of the directors then in office, even though less than a quorum of the Board of Directors, acting at a regular or special meeting. If any 
applicable provision of the Delaware General Corporation Law expressly confers power on stockholders to fill such a directorship at a special 
meeting of stockholders, such a directorship may be filled at such a meeting only by the affirmative vote of at least 80 percent of the Voting 
Stock of the Corporation; provided, however, that when (a) pursuant to the provisions of Article IV of the Certificate of Incorporation the 
holders of Preferred Stock have the right, and have exercised such right, to elect directors and (b) The Delaware General Corporation L,aw 
expressly confers on stockholders voting rights as aforesaid, if the directorship to be filled had been occupied by a director elected by holders 
of Common Stock, then such directorship shall be filled by an 80 percent vote as aforesaid, but if such directorship to be filled had been elected 
by holders of Preferred Stock, then such directorship shall be filled by the majority vote of the holders of Preferred Stock. Any director elected 
in accordance with the two preceding sentences shall hold office until such director's successor shall have been elected and qualified. No 
decrease in the authorized number of directors constituting the entire Board of Directors shall shorten the term of any incumbent director,. 

(d) Without prejudice to the general powers conferred by subdivision (a) of this Article, the Board of Directors shall have and exercise each 
and every power granted to them in Article VI of the Certificate of Incorporation of the Corporation. 

(e) Regular meetings of the Board of Directors shall be held at such office or offices, whether within or without the State of Delaware, and 
at such times as the Board shall from time to time determine. 

Special meetings of the Board of Directors may be called at any time by the Chief Executive Officer or the Chairman or, if both are 
incapacitated or unable to call such meetings, by any member of the Board of Directors. Such meetings may take place in the office of the 
Corporation in the State of Delaware or in such office or offices as the Directors may establish. 

( f )  Except as aforesaid, notice of all special meetings of the Board of Directors shall be given to each Director by five days' service of the 
same by telegram, or telephone or letter or personally. Notice of any special meeting of the Board of Directors shall state the place and hour of 
the meeting, but need not state the purposes thereof. Notice of any meeting of the Board or of any Committee need not be given to any Director 
if waived by him in writing, or by telegraph or cable, whether before or after such meeting be held, or if he shall be present at the meeting; and 
any ineetirig of the Board of Directors or of any Committee shall be a legal meeting without any notice thereof having been given, if all the 
members shall be present thereat. Notice of regular meetings of the Board need not be given. In the absence of written instructions from a 
Director designating some other address, notice shall be sufficiently given if addressed to him at his usual business address. 

of business at all meetings of the Board of Directors; but less than a quorum niay adjourn the meeting. 

annual sum, or both, as the Board shall from time to time determine, together with his expenses of attendance at such meeting. 

(8) Except as provided in clause (c) of this Article, a majority of the total number of Directors shall constitute a quorim for the transaction 

(11) Each Directoi' of the Corporation shall be entitled to receive such fixed sum per meeting of the Board of Directors attended, 01 such 
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(I) The Board of Directors may from time to time, but in no event less frequently than annually, elect from among its mernbers a Chaiiinan 
of the Boaid. The Cliaiiman shall, if present, preside at all meetings of the stockholders and at all meetings of the Board of Directors. If the 
Chairman is not present, the Lead Director shall preside at all meetings of the stockholders and the Board of Directors. The Chairman shall 
have such other responsibilities, and shall perform such duties, as may from time to time be assigned to him or her by the Board of Directors. 

of Directors. 
(j) The Chairman shall be responsible, in consultation with the Chief Executive Officer, for setting an agenda for each meeting of the Board 

ARTICLE VI 

COMMITTEES 

(a) The Board of Directors may from time to time, in its discretion, by resolution passed by a majority of the Board, designate, and appoint, 
from the directors committees of one or more persons which shall have and may exercise such lawfully delegable powers and duties confell-ed 
or authorized by the resolutions of designation and appointment. The Board of Directors shall have power at any time to change the members 
of any such committee, to fill vacancies, and to discharge any such committee. 

(b) IJnless the Board of Directors shall provide otherwise, the presence of one-half of the total membership of any committee of the Board 
of Directors shall constitute a quorum for the transaction of business at any meeting of such coinmittee and the act of a majority of those 
present shall be necessary and sufficient for the taking of any action thereat. 

ARTICLE VI1 

-~ OFFICERS 

(a) The officers of the Corporation shall be the Chief Executive Officer, the President, the Presidents of the Corporation’s Business 
Segments, one or more Vice Presidents, the Secretary, and the Treasurer, who shall be elected by the Board of Directors, and may include the 
Controller, such additional Assistant Secretaries, Assistant Treasurers, and special subordinate officers as may from time to time be elected 01 

appointed by the Board of Directors or appointed by the Chief Executive Officer. 

Any two of the above offices may be held by the same person except those of President and Secretary 

The Chief Executive Officer or an officer designated by the Chief Executive Officer shall make a report on the state of the business of the 
Corporation at each annual meeting of stockholders. 

All of the officers of the Corporation shall hold office for one year and until others are elected or appointed and qualified in their stead, 
unless in the election or appointment of the officer it shaII be specified that he holds his office for a shorter period or subject to the pleasure of 
the Board of Directors or the Chief Executive Officer. 
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All vacancies in such offices by resignation, death or otherwise may be filled by the Board of Directors. In the case of absence or inability to 
act of any officer of the Corporation, and of any person herein authorized to act in his place, the Board of Directors may from time to time 
delegate the powers or duties of such officer to any other officer or any Director or other person whom they may select. 

over its several officers; subject, however, to the control of the Board of Directors. The Chief Executive Officer shall see that all orders and 
resolutions of the Board of Directors are carried into effect. The Chief Executive Officer shall perform such other duties as from time to time 
may be assigned by the Board of Directors. 

(c) The President, the Presidents of the Corporation's Business Segments and the Vice Presidents shall perform such duties as the Chief 
Executive Officer or the Board of Directoi-s shall, from time to time, require. 

(0 The Treasurer shall have charge and be responsible for keeping full and accurate accounts of receipts and disbursements in books 
belonging to the Corporation, depositing all moneys and other valuables in the name and to the credit of the Coi-poration, in such depositaries 
as may be diiected by the Board of Directors, disbursing the funds of the Corporation as may be ordered by the Board of Directors or the Chief 
Executive Officer taking proper vouchers therefor and rendering to the Chief Executive Officer and the Directors whenever they may require it 
an account of all his transactions as Treasurer and of the financial condition of the Corporation. 

Tlie Treasurer shall also perform such other duties as the Board of Directors may from time to time require. If required by the Board of 
Directors, the Treasurer shall give the Coi-poration a bond in a form and in a sum with surety satisfactory to the Board of Directors for the 
faithful performance of the duties of the office of Treasurer and the restoration to the Corporation in the case of the officer's death, resignation 
or removal from office, of all books, papers, vouchers, money and other property of whatever kind in the officer's possession belonging to the 
Corpora tion. 

At the request of the Treasurer, or in the Treasurer's absence or inability to act, the Assistant Treasurer or, if there be more than one, the 
Assistant Treasurer designated by the Treasurer, shall perform tlie duties of the Treasurer and when so acting shall have the powers of and be 
subject to all the restrictions of the Treasurer. The Assistant Treasurers shall perfonn such other duties as may from time to time be assigned to 
them by the Chief Executive Officer, the Treasurer or the Board of Directors. 

(g) The Secretary shall attend all meetings of the Board of Directors and of the stockholders and act as Clerk thereof and record all votes and 
the minutes of all proceedings in a book to be kept for that purpose, and shall perform like duties for the standing committees when required. 

The Secretary shall keep in safe custody the seal of the Corporation and, whenever authorized by tlie Board, affix the seal to any instrument 
requiring the same. 

(b) The Chief Executive Officer shall have general and active supervision and direction over the business and affairs of the Corporation and 
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The Secretary shall see that proper notice is given of all meetings of the stockholders of the Corporation and of the Board of Directors and 
shall perfoim such other duties as rnay be prescribed from time to time by the Board of Directors or the Chief Executive Officer. 

At the request of the Secretary, or in the Secretary’s absence or inability to act, the Assistant Secretary or, if there be more than one, the 
Assistant Secretary designated by the Secretaiy, shall perform the duties of the Secretary and when so acting shall have all the powers of and be 
subject to all the restrictions of the Secretary. The Assistant Secretaries shall perform such other duties as may from time to time be assigned to 
them by the Chief Executive Officer, the Secretary or the Board of Directors. 

Directors at a regular meeting or at a special meeting of the Board called for that purpose, by any Committee upon whom such power of 
removal may be conferred by the Board of Directors or by a superior officer upon whom such power of removal may be conferred by the Board 
of Directors. 

(h) Any officer of the Corporation may be removed, either with or without cause, at any time, by resolution adopted by the Board of 

ARTICLE VIII 

CONTRACTS, CHECKS, NOTES, EIC2 

(a) All contracts and agreements authorized by the Board of Directors shall, unless otherwise directed by the Board of Directors, or unless 
otherwise required by law, be signed by any one of the following officers: the Chief Executive Officer, the President, any President of a 
Business Segment, any Vice President, the Treasurer, the Secretary, any Assistant Treasurer or any Assistant Secretaiy, any other person 
authorized by a resolution of the Board of Directors, and any other person authorized by the Chief Executive Officer, as evidenced by a written 
instrument of delegation. Any such authorization by the Board of Directors or the Chief Executive Officer shall remain in effect until rescinded 
by action of the Board of Directors or (in the case of a delegation by the Chief Executive Officer) by the Chief Executive Officer and, where it 
identifies the authorized signatory by office rather than by name, shall not be rescinded solely by virtue of a change in the person holding that 
office or a temporary vacancy in that office. All checks, drafts, notes, bonds, bills of exchange and orders for the payment of money (including 
orders for repetitive or non-repetitive electronic funds transfers) rnay be signed by any one of the Chief Executive Officer, the President, any 
President of a Business Segment, any Vice President, the Treasurer, any Assistant Treasurer or the Controller or in such maimer as shall from 
time to time be determined by resolution of the Board of Directors. Further, the Treasurer is authorized to designate to the Corporation’s banks, 
in writing, individuals employed in the NiSource Corporate Services Company, who need not be officers or employees of the Corporation, to 
give in the name of the Corporation telephonic, telegraphic, or electronic transfer instructions for the payment of money, which may, with 
respect to routine items, include instructions as to the amount to be transferred, to any bank, pursuant to previously issued written orders, 
signed by officers of the CoiForation in any manner provided above, which designate the recipients of such amounts and which identify what 
shall be treated as routine items. 

the Corporation special accounts appropriately designated in which shall be deposited funds of the Corporation transferred from the 
Corporation’s other accounts by its checks signed in accordance with the requirements of subdivision (a) of this Article VIII, but from which 
special accounts funds niay be disbursed by 

(b) Anything in subdivision (a) of this Article VI11 to the contrary notwithstanding, the officers of this Corporation may open in the name of 
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check, draft, or other instrument of the Corporation designated as drawn against such special account and signed by the single Signature of any 
one of the executive officers of the Corporation authorized by subdivision (a) of this Article VI11 to sign checks, drafts and other instruments of 
the Coiporation or signed by the single signature of any other person expressly authorized by the Board to sign checks, drafts and othei 
instmments disbursing funds from such special accounts. 

(c) Anything in subdivision (a) of this Article VI11 to the contrary notwithstanding, (i) bonds, notes, debentures and other evidence of 
indebtedness of the Corporation issued under an indenture may be executed in the name of the Corporation by the facsimile signature, printed, 
engraved or otherwise used thereon, of the Chief Executive Officer, the President, any President of a Business Segment, any Vice President, 
the Treasurer or any Assistant Treasurer of the Corporation, and the corporate seal affixed thereto or impressed, printed, engraved or otherwise 
reproduced thereon may be attested by the facsimile signature of the Secretary or an Assistant Secretary of the Corporation, provided that the 
indenture require tlie same to be authenticated by the trustee under such indenture, and (ii) interest coupons attached to any such bond, note, 
debenture or other evidence of indebtedness may be executed on behalf of the Corporation by tlie facsimile signature of the Treasurer or any 
Assistant Treasurer of the corporation. 

ARTICL,E IX 

FISCAL YEAR 

The fiscal year of the Corporation shall begin on the first day of January in each year. 

ARTICLE X 

AMENDMENT OF BY LAWS 

These By-Laws may be amended, added to, rescinded or repealed at any meeting of the Board of Directors or of the stockholders, provided 
notice of the proposed change was given in the notice of the meeting or, in the case of a meeting of the Board of Directors, in a notice given not 
less than two days prior to the meeting; provided, however, that, notwithstanding any other provisions of these By-L,aws or any provision of 
law which might otherwise permit a lesser vote or no vote, but in addition to any affiimative vote of the holders of any particular class or seiies 
of the Voting Stock required by law, the Certificate of Incorporation, any class or series of Preferred Stock or these By-Laws, the affiiniative 
vote of at least 80 percent of the total number of authorized directors (whether or not there exist any vacancies in previously authorized 
directorships at the time any such alteration, amendment or repeal is presented to the Board for adoption), shall be required to alter, amend or 
repeal Article IV (c) , IV (8) , V (a) , V (b), V (c) , and V (8) of these By-Laws or this proviso to this Article X of these By-Laws. 
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Exhibit 99.1 

801 E. 86th Avenue 
MerrillvilIe, IN 46410 

FOR IMMEDIATE RELEASE 
May 10,2006 

FOR ADDITIONAL INFORMATION 
Media 
Kris Falzone 
Vice President, Corporate Communications 

klfalzone@nisource.com 
(219) 647-5581 

Carol Chui,chill 
Director, Corporate Communications 

ccliurchill@nisource.com 
(888) 696-0481 

Investors 
Randy Hulen 
Director, Investor Relations 

rghulen@nisomce.com 
(219) 647-5688 

Rae Kozlowski 
Manager, Investor Relations 
(219) 647-6083 
ekozlowski@nisource.com 

NiSource president and CEO discusses continuing progress on growth strategy at 
Annual Stockholders Meeting 

HOUSTON, Texas - NiSource Inc. (NYSE:NI) today held its annual meeting of stockholders in Houston, Texas, which serves as the 
headquarters for the corporation’s subsidiary, Columbia Gulf Transmission, and base for its natural gas transmission and storage conmercial 
team. President and Chief Executive Officer Robert C. Skaggs, Jr. spoke to stockholders about the company’s four-point platform for long- 
term, balanced growth. 

“Our Four-Point Platform for Growth has now been in place for more than a year and is on target for delivering long-teim, sustainable growth,” 
Sltaggs said. He explained the plan’s key components: 

* Commercial and regulatory initiatives; 

Financial management; and 

Process and expense management. 

Expansion and conmercial growth in the natural gas transmission and storage business; 

Sltaggs fuither defined the company’s strategy by focusing on the opportunities and successes NiSource has realized within each of the four 
areas this past year, including: 

- more- 
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Maximizing the value of the company’s existing natural gas transmission and storage assets through commercial optimization of the 
system and disciplined investments in expansion projects. Projects currently in development include the Hardy Storage Project, 
Millennium Pipeline and the Eastern Market Expansion. Skaggs also noted progress on a number of other pipeline and storage projects 
across its system. 

Commercial and regulatory initiatives, including: robust asset optimization programs; strong margin expansion efforts; contributions 
from the recent Bay State Gas rate case; a renewed Customer Choice pilot program at Columbia Gas of Kentucky; a new Northern 
Indiana Alternative Regulatory Plan (ARP) Program effective through April 20 10; and a variety of long-term initiatives underway. 

The refinancing of $2.4 billion in long-term debt in 200.5, resulting in $43 million in annual interest savings 

Aggressive and continuing cost management across the company, disciplined capital spending programs, and additional process and 
expense management gains derived from the 1 0-year outsourcing of business process and support services to IBM. 

“NiSource is well positioned to meet our 2006 objectives and continue to build for the future,” added Skaggs. “Our recent results show that we 
can deliver; that we’re on track with the right plan and the right team. We are committed to doing what it takes to enhance long-term 
shareholder value.” 

During the meeting, stockholders voted in favor of a Charter Amendment Proposal to declassify board members, which the company will 
adopt. As a result, the annual election of all directors will begin with the 2007 annual stockholder meeting, with the terms for all current 
directors ending on the date of the 2007 annual meeting. Going foiward, stockholders will have the ability to evaluate and elect directors on an 
annual basis. 

In addition, stockholders voted in favor of a proposal to elect directors by majority vote. Stockholder proposals, by their nature, are advisory 
and not binding on the corporation, and any such changes would require a charter or by-law amendment to become effective. 

Stockholders also voted to elect Gary L. Neale, Robert J. Welsh and Roger A. Young, as directors of the company. Due to the simultaneous 
adoption of the Charter Amendment Proposal, as voted on by the stockholders, these directors’ terms will end on the date of the 2007 annual 
stockholders’ meeting. Finally, stockholders voted in favor of the ratification of the appointment of Deloitte and Touche LLP as the company’s 
independent public accountants for 2006. 

About NiSource 

NiSource Inc. (NYSEr NI), based in Merrillville, kid,, is a Fortune SO0 company engaged in natuial gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3.8 million customers located 
within the high-demand energy corridor stretching from the Gulf Coast through the Midwest to New England. Information about NiSoutce and 
its subsidiaries is available via the Internet at www.nisource.com. 

- more- 

l i t t p : / / i r . n i sou rce . c~ r~dgarDe ta i l . c f l  l l 17 l l&FID=9S0137-06-6006&SID=0 ... 3/30/2007 

http://www.nisource.com


NISOTJRCE INC/DE (Form: 8-K, Received: 05/16/2006 15:47:47) Page 40 of 40 

NiSource Annual Stockholders Meeting 
Page 3 

Forward-Looking Statements 
This news release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 21E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or cuirent 
expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it can 
give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such foiward-looking statements. Important factors that could cause actual results to differ materially froin those indicated by such 
foi ward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource’s businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource’s outsourcing initiative, 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and commodity market conditions; and counter-party credit risk. 

### 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

F O M  10-Q 
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended March 31,2006 

or 

TRANSITION FtEPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period from ___ ___^.__ -to 

Commission file number 001-16189 .-- 

NiSouree h e .  
(Exact name of registrant as specified in its charter) 

35-2108964 -- Delaware 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

801 East 86th Avenue 
Merrillville, Indiana 46410 

(Address of principal executive offices) 
--- 

(Zip Code) 

(877) 647-5990 
(Registrant’s telephone number, including area code) 

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 
Y e s m  N O D  
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. 
Large accelerated filer Accelerated filer 0 Non-accelerated filer 0 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
Yes17 N o m  

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date: Comnion Stock, 
$0.01 Par Value: 272,665,100 shares outstanding at April 28, 2006. 
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DEFINED TERMS 

The following is a list of frequently used abbreviations or acronyms that are found in this report: 

NiSource Subsidiaries and Affiliates 
Bay State 
Capital Mailcets 
CER 
Columbia 
Columbia Atlantic Trading 
Columbia Deep Water 
Columbia Energy Services 
Columbia Gulf 
Columbia of Kentucky 
Colunibia of Maryland 
Columbia of Ohio 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia Transmission 
CORC 
Crossroads Pipeline 
Granite State Gas 
Hardy Storage 
Koltomo Gas 
Lake Erie Land 
Millennium 
NiSource 
NiSource Corporate Seivices 
NiSource Finance 
Northeiii Indiana 
Northern Indiana Fuel and Light 
Northern Utilities 
NRC 
PEI 
TPC 
Ti a m  c om 
Whiting Clean Energy 
Whiting L,easing 

Abbreviations 
APE No. 2.5 

APE No. 28 

ARP 
BBA 
Bcf 
BP 
CAIR 
Day 1 

Day 2 

DOT 

Bay State Gas Company 
NiSource Capital Markets, Inc. 
Columbia Energy Resources, Inc. 
Columbia Energy Group 
Columbia Atlantic Trading Corporation 
Columbia Deep Watei Service Company 
Columbia Energy Seivices Corporation 
Columbia Gulf Transmission Company 
Columbia Gas of Kentucky, Inc. 
Columbia Gas of Maryland, Inc. 
Columbia Gas of Ohio, Inc. 
Columbia Gas of Pennsylvania, Inc. 
Columbia Gas of Virginia, Inc. 
Columbia Gas Transmission Corporation 
Columbia of Ohio Receivables Corporation 
Crossroads Pipeline Company 
Gianite State Gas Transmission, Inc. 
Hardy Storage Company, L,.L,.C 
Kokomo Gas and Fuel Company 
L,ake Erie L.and Company 
Millennium Pipeline Company, L.P. 
NiSource Inc. 
NiSource Corporate Seivices Company 
NiSource Finance Corp. 
Northern Indiana Public Service Company 
Northern Indiana Fuel and Light Company 
Northern Utilities, Inc. 
NIPSCO Receivables Corporation 
PEI Holdings, Inc. 
EnergyUSA-TPC Corp. 
Columbia Transmission Communications Coiporation 
Whiting Clean Energy, Inc. 
Whiting Leasing L.L.C 

Accounting Principles Board Opinion No 2.5, “Accounting for Stock 
Issued to Employees” 
Accounting Principles Board Opinion No. 28, “Interim Financial 
Reporting” 
Alternative Regulatory Plan 
British Banker Association 
Billion cubic feet 
BP Amoco p.1.c. 
Clean Air Interstate Rule 
Began October 1, 2003 and iefers to Northeiii Indiana turning ovei 
operational control of the interchange facilities and its own 
transmission assets like many other Midwestein electric utilities to 
MISO 
Began April 1, 2005 and refers to the operational control of the energy 
markets by MISO, including the dispatching of wholesale electricity 
and transmission service, managing transmission constraints, and 
managing the day-ahead, real-time and financial transmission rights 
markets 
United States Department of Transportation 
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DEFINED TERMS (continued) 

EERM 
Empire 
EPA 
EPCA 
EPS 
FAC 
FASB 
FERC 
FIN 18 

FIN 47 

FTRs 
GCA 
GCIM 

IBM 
IDEM 
IURC 
Jupiter 
LDCs 
LJBOR 
Massachusetts DTE 
MIS0 
Mitchell Station 
MMDth 

NAAQS 
NOx 
NYDOS 
NYMEX 
OPSB 
OUCC 
Piedmont 
PPS 
PRB 
PUCO 
RAM 
SEC 
SFAS 
SFAS No. 71 

gwh 

mW 

SFAS No. 87 

SFAS No. 88 

SFAS No. 106 

SFAS No. 109 

SFAS No. 123 

SFAS No. 123R 

Environmental Expense Recovery Mechanism 
Empire State Pipeline 
United States Environmental Protection Agency 
Electric Power Cost Adjustment 
Earnings per share 
Fuel adjustment clause 
Financial Accounting Standards Boaid 
Federal Energy Regulatoiy Coinmission 
FASB Interpretation No. 18, “Accounting for Income Taxes In Interim 
Periods (An Interpretation of APB Opinion No. 28)” 
FASB Interpretation No. 47, “Accounting for Conditional Asset 
Retirement Obligations” 
Financial Transmission Rights 
Gas cost adjustment 
Gas Cost Incentive Mechanism 
Gigawatt hours 
International Business Machines Corp. 
Indiana Department of Environniental Management 
Indiana Utility Regulatory Commission 
Jupiter Aluminum Corporation 
Local distribution companies 
London InterBank Offered Rate 
Massachusetts Department of Telecommunications and Energy 
Midwest Independent System Operator 
Dean H. Mitchell Generating Station 
Million dekatheims 
Megawatts 
National Ambient Air Quality Standards 
Nitrogen oxide 
New York’s Department of State 
New York Mercantile Exchange 
Ohio Power Siting Board 
Indiana Office of Utility Consumer Counselor 
Piedmont Natural Gas Company, Inc. 
Price Protection Service 
Powder River Basin 
Public Utilities Commission of Ohio 
Retainage Adjustment Mechanism 
Securities and Exchange Commission 
Statement of Financial Accounting Standards 
Statement of Financial Accounting Standards No. 7 1, “Accounting for 
the Effects of Certain Types of Regulation” 
Statement of Financial Accounting Standards No. 87, “Employers’ 
Accounting for Pensions” 
Statement of Financial Accounting Standards No, 88, “Employers’ 
Accounting far Settlements and Curtailments of Defined Benefit 
Pension Plans and for Termination Benefits” 
Statement of Financial Accounting Standards No, 106, “Employers’ 
Accounting for Postretirement Benefits Other Than Pensions” 
Statement of Financial Accounting Standards No. 109, “Accounting for 
Uncertain Tax Positions” 
Statement of Financial Accounting Standards No. 123, “Share-Based 
Payment” 
Statement of Financial Accounting Standards No. 123R, “Share-Based 
Payment” 
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DEFINED TERMS (continued) 

SFAS No. 132R 

SFAS No. 133 

SFAS No. 143 

SFAS No. 154 

SIP 
SO2 
VaR 
VSCC 

Statement of Financial Accounting Standards No. 132R, “Employers’ 
Disclosures about Pensions and Other Postretirement Benefits - An 
Amendment of FASB Statements No. 87, 88, and 10” 
statement of Financial Accounting Standards No. 133, “Accounting for 
Derivative Instruments and Hedging Activities,” as amended 
Statement of Financial Accounting Standards No. 143, “Accounting for 
Asset Retirement Obligations” 
Statement of Financial Accounting Standards No, 154, “Accounting 
Changes and Error Corrections” 
State Implementation Plan 
Sulfkr dioxide 
Value-at-risk and instrument sensitivity to market factors 
Commonwealth of Virginia State Corporate Commission 
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ITEM 1.  FINANCIAL S.TA.TEM.ENTS 

Statements of Consolidated Income (unaudited) 

Three Months Ended March 3 1, (it1 r,iiLlions. except per share amounts) 
Net Revenues 

NISOURCE INC. 

2006 2005 

Gas Distribution $1,998.2 $1,828.3 
Gas Transportation and Storage 320.6 328.9 
Elechic 305.7 282.6 
Other 348.3 243.5 
Gross Revenues 2,972.8 2,683.3 
Cost of Sales 1,991.7 1,670.3 

Total Net Revenues 981.1 1,013.0 
Operating Expenses 

Operation and maintenance 372.9 337.6 
Depreciation and amortization 136.9 135.1 

103.0 103.1 Other taxes 
Impairment and gain on sale of assets (0.2) (0.5) 

Total Operating Expenses 612.6 575.3 
Operating Income 368.5 437.7 

Dividend requirements on preferred stock of subsidiaries (1.0) (1 .1 )  
Other, net (3.4) (0.5) 

-- 

Other Income (Deductions) 
Interest expense, net (95.8) (1 04.0) 

Total Other Income (Deductions) (100.2) (105.6) 

Income Taxes 96.5 123.4 
Income From Continuing Operations 171.8 208.7 

Income From Continuing Operations Before Income Taxes 268.3 332.1 

Loss from Discontinued Operations - net of taxes (0.3) (2.2) 
Gain (L.oss) on Disposition of Discontinued Operations - net of taxes 1.0 (0.2) 

- Change in Accounting - net of taxes 0.4 

Basic Earnings (Loss) Per Share (Is) 
Continuing operations 0.63 0.77 

Basic Earnings Per Share 0.63 0.76 
Discontinued operations - (0.01) 

Diluted Earnings (Loss) Per Share ($) 
Continuing operations 0.63 0.77 

Diluted Earnings Per Share 0.63 0.76 
Discontinued operations - (0.01) 

Dividends Declared Per Common Share ($) 0.23 0.23 

Basic Average Common Shares Outstanding (millions) 212.3 270.3 
Diluted Average Common Shares (millions) 273.1 272.1 

The accoinpanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FIJQINCIALSTATEMENTS (contmued') 
NISOURCE INC. 
Consolidated Balance Sheets (unaudited) 

March 31, December 3 I .  
(117 l t l l l~ lOl75)  2006 2005 
ASSETS 
Property, Plant and Equipment 

Utility Plant $16,745.9 $ 16,684.4 
Accumulated depreciation and amortization .-- (7,637.2) (7,556.8) 
Net utility plant - 9,108.7 9,127.6 
Other property, at cost, less accumulated depreciation - 388.5 426.7 

Net Property, Plant and Equipment 9,497.2 9,554.3 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 
Unconsolidated affiliates 

49.7 34.6 
72.5 75.0 

Other investments 101.4 114.2 
Total Investments 223.6 223.8 

Current Assets 
Cash and cash equivalents 83.4 69.4 
Restricted cash 57.9 33.9 
Accounts receivable (less reserve of $75.8 and $67.9, respectively) 1,161.8 1,254.6 
Gas inventory 165.0 526.9 
1Jndeil-ecoveied gas and fuel costs 190.8 421.8 
Materials and supplies, at average cost 73.7 72.0 
Electric pioduction fuel, at average cost 44.8 24.9 
Price risk management assets 136.6 183.1 
Exchange gas receivable 516.7 169.8 
Regulatory assets 213.1 195.0 
Prepayments and other .- _."_ 99.3 109.3 

Total Current Assets 2,743.1 3,060.7 

Other Assets 
Price risk managenient assets 
Regulatory assets 
Goodwill 
Intangible assets 

137.7 192.9 
611.6 586.3 

492.7 495.8 
3,677.3 3,677.3 

Deferred charees and other 178.4 167 A " _" , .  , - ,  -. . 
I 

Total Other Assets 5,097.7 5,119.7 
Total Assets $17,561.6 $ 17,958.5 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements, 
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ITEM 1. FINANCIAL STATEMENTS (continued) 

Consolidated Balance Sheets (unaudited) (continued) 
NISOURCE INC. 

March 31, Deceiiiber 3 1 ,  
(111  millious, escep! s l i m  nnroiin~s) 2006 2005 
CAPITALIZATION AND LIABILITIES 
Capitalization 
Conlmon stock equity 

Coinnion stock - $0.01 par value, 400,000,000 sliares authorized; 272,636,673 and 272,622,905 shares 
issued and outstanding, respectively $ 2.7 $ 2.7 

Additional paid-in-capital, net of deferred stock compensation 3,970.6 3,969.4 
Retained earnings 1,029.1 981.6 
Accumulated other comprehensive loss and other common stock equity 

Total common stock equity 4,924.5 4,933.0 
Preferred stocks-Series without niandatory redemption provisions 81.1 81.1 
Long-term debt, excluding amounts due within one year 5,229.6 5,271.2 
Total Capitalization 10,235.2 10,285.3 

(77.9) (20.7) 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Dividends declared on common and preferred stocks 
Customer deposits 
Taxes accrued 
Interest accrued 
Overrecovered gas and fuel costs 
Price risk management liabilities 
Exchange gas payable 
Deferred revenue 
Regulatory liabilities 
Accrued liability for postretirement and postemployment benefits 

442.7 
379.2 
538.7 
63.8 

104.6 
381.0 
105.3 
114.6 
85.7 

660.1 
35.1 
37.3 
61.1 

440.7 
898.0 
866.7 

1.1 
101.9 
217.5 

86.2 
25.8 
72.3 

425.2 
51.3 
46.3 
61.1 

Other accruals 499.5 549.1 
- Total Cuirent Liabilities 3,508.7 3,843.2 

Other Liabilities and Deferred Credits 
Price risk management liabilities 
Deferred income taxes 
Deferred investment tax credits 
Deferred credits 
Defened revenue 
Accrued liability foi postretirement and postemployment benefits 
Regulatory liabilities 
Asset retirement obligations 

46.9 22.2 
1,542.7 1,591.9 

67.9 69.9 
83.4 81.1 
50.7 60.4 

501.2 51  1.0 
1,224.9 1,196.2 

121.6 119.8 
Other noncurrent liabilities 178.4 177.5 

Total Other Liabilities and Deferred Credits 3,817.7 3,830.0 
Commitments and Contingencies __ 

Total Capitalization and Liabilities $17,561.6 $ 17,958.5 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FINANCIAL STATEMENTS (continued) 

NISOURCE INC. 
Statement of Consolidated Cash Flow (unaudited) 

Thee Months Ended March31, (111 millions) 2006 2005 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash from continuing operations: 

Depreciation and amortization 
Net changes in price risk management assets and liabilities 
Deferred income taxes and investment tax credits 
Deferred revenue 
Stock compensation expense 
Gain on sale of assets 
L,oss on impairment of assets 
Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates 
Loss (gain) on sale of discontinued operations 
Loss fioni discontinued operations 
Amortization of discount/premium on debt 
Other adjustments 

Accounts receivable 
Inventories 
Accounts payable 
Customer deposits 
Taxes accrued 
Interest accrued 
('IJnder) Overrecovered gas and fuel costs 
Exchange gas I eceivable/payable 
Other accruals 
Prepayments and other cui-rent assets 
Regulatory assets/liabilities 
Postretirement and postemployment benefits 
Deferred credits 
Deferred charges and other noncurrent assets 

Changes in assets and liabilities: 

$ 172.9 

136.9 
10.2 

(40.5) 
(26.0) 

1.3 

2.5 
(2.7) 

(0.4) 
(1.0) 
(1.0) 

(1.6) 

0.3 
2.0 

110.2 
442.1 

(340.6) 
2.7 

151.6 
19.1 

319.7 
(1 26.0) 

(80.1) 
9.9 

(19.1) 
(6.0) 
2.3 

(5.2) 

$ 206.3 

135.1 

(29.8) 

1.5 

(3 1.2) 

(8.6) 

(0.5) 

(2.0) 

__ 
__ 

0.2 
2.2 
4.8 
0.2 

0.1 
615.5 

(1 4 I .4) 
3.1 

218.0 
61.7 

139.4 
(80.7) 

(102.9) 
11.4 

8.9 
(10.7) 

1.4 

(4" 1) 

. ,  
- Other noncui-r&t liabilities (7.3) (2.6) 
Net Operating Activities from Continuing Operations 726.2 995.3 
Net Operating Activities from Discontinued Operations 0.1 0.1 
Net Cash Flows from Operating Activities 726.3 995.4 

Proceeds from disposition of assets 3.9 5.8 

Investing Activities 
Capital expenditures (1 2 1.6) (104.1) 

Restricted cash (21.8) 26.2 
Other investing activities 14.0 (11.9) 

(1 25.5) (84.0) 
--1._____---1___- 

Net Cash Flows used for Investing Activities 
Financing Activities 

- Issuance of long-term debt 0.1 
Retirement of long-term debt (0.5) (0.3) 

Acquisition of treasury stock (5.9) (1.4) 

Increase in cash and cash equivalents 14.0 558.5 
Cash and cash equivalents at beginning of year 69.4 I 

Change in short-term debt (5 1 8.8) (3 07.6) 
Issuance of common stock 1.0 18.7 

-. Dividends paid - common shares (62.7) (62.3) 
Net Cash Flows used for Financing Activities (586.8) (352.9) 

29.5 
Cash and cash equivalents at end of period $ 83.4 $ 588.0 
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Supplemental Disclosures of Cash Flow Information 
Cash paid for interest $ 76.3 $ 36.4 

Cash paid (refunded) for income taxes 4.2 (25.3) 
Interest capitalized 1.6 (0.2) 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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ITEM 1. FINANCIAL STATEMENTS (continued). 

Statements of Consolidated Comprehensive Income (unaudited) 
NISOURCE INC. 

Thiec Months Ended MaIch31, (in niil[ions, riel qjtnxes) 2006 2005 
Net Income $ 172.9 $ 206.3 

Other comprehensive income (loss) 
Net unrealized gains (losses) on cash flow hedges (51.0) 54.4 
Net gain (loss) on available for sale securities 

Total other comprehensive income (loss) (51.3) 55.9 
(0.3) 1.5 

Total Comprehensive Income $ 121.6 $ 262.2 

- 

The acconipanying Notes to Consolidated Financial Statenients are an integral part of these statements. 
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ITEM 1 I FINANCLAL STATEM.ENTS.(aalixd) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (unaudited) 

1. Basis of Accounting Presentation 

The accompanying unaudited consolidated financial statements for NiSource reflect all normal recurring adjustments that are necessary, in the 
opinion of management, to present fairly the results of operations in accordance with generally accepted accounting principles in the IJnited 
States of America. 

The accompanying financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in 
NiSource’s Annual Report on Form 10-K for the fiscal year ended December 3 1,2005. Income for interim periods may not be indicative of 
results for the calendar year due to weather variations and other factors. Certain reclassifications have been made to the 200.5 financial 
statements to conform to the 2006 presentation. In the Statements of Consolidated Cash Flows for the three months ended March 3 1, 200.5, the 
classification of the activity in restricted cash balances has been reclassified to an investing activity. NiSource previously presented such 
changes as an operating activity. For the three months ended March 3 1,2005, this resulted in a $26.2 million increase to investing cash flows 
and a corresponding decrease to operating cash flows from the amounts previously reported. 

2. Recent Accounting Pronouncements 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1, 2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of comperisation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
transition method, NiSource’s consolidated financial statements for prior periods have iiot been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption o f  SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 2.5 foi awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No, 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No. 123R. NiSource recognized a 
cumulative effect of change in accounting principle of $0.4 million, net of income taxes, which reflects the net cumulative impact of estimating 
hture forfeitures in the determination of period expense, rather than recording forfeitures when they occur as previously permitted. NiSource 
anticipates that other than the requirement for expensing stock options, the current share-based awards will continue to be accounted for 
substantially as they are currently. For 2006, NiSource’s Board has determined that it would not provide incumbent executives additional 
grants of options, restricted or contingent shares. As of March 3 1, 2006, the total remaining unrecognized compensation cost related to non- 
vested awards amounted to $8.2 million, which will be amortized over the weighted-average remaining requisite service period of 2.8 years. 
The following table illustrates the effect on net income and EPS as if NiSource had applied the fair value recognition provisions of SFAS 
No. 123 to stock-based employee compensation in the first quarter of 2005. 

March 31, 
2005 __ (111  1 1 1 1 ~ ~ 1 0 / 7 J ,  ucept  pet sknre d o l )  

Net Income 
As repoi ted $ 206.3 

1.0 
7.2 

Pro forma $ 200.1 

Add: Stock-based employee compensation expense included in reported net income, net of related tax effects 
Less: Total stock-based employee compensation expense determined under the fair value method for all awards, net of tax 

Earnings per share ($) 
Basic - as reported 0.76 

- pro forma 0.74 
Diluted - as reported 0.76 

0.74 -- - pro forma 
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ITE-M. l.,-F-NANCIAL.STATEMENTS (continued) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
made in fiscal years beginning after December 15, 2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 154. 

Accounting for Uncertain Tax Positions. On J ~ l y  14, 2005, the FASB issued an Exposure Draft, “Accounting for Uncertain Tax Positions,” 
an interpretation of SFAS No. 109. This proposal seeks to reduce the diversity in practice associated with certain aspects of the recognition and 
measurement requirements related to accounting for income taxes. Specifically, the proposal would require that a tax position meet a “probable 
recognition threshold” for the benefit of an uncertain tax position to be recognized in the financial statements. The proposal would require 
recognition in the financial statements of the best estimate of the effects of a tax position only if that position is probable of being sustained on 
audit by the appropriate taxing authorities, based solely on the technical merits of the position. NiSource is cull-ently reviewing the provisions 
of the Exposuie Draft to determine the impact it may have on its Consolidated Financial Statements and Notes to Consolidated Financial 
Statements. FASB has not yet issued a final statement. 

3. Stock Options and Awards 

Effective Januaiy 1, 2006, NiSource adopted SFAS No. 123R using the modified prospective transition method. SFAS No. 123R requires 
measurement of compensation cost for all stock-based awards at fair value on the date of grant and recognition of compensation over the 
service period for awards expected to vest. In accordance with the modified prospective transition method, NiSource’s Consolidated Financial 
Statements for prior periods have riot been restated to reflect, and do not include, the impact of SFAS No. 123R. Prior to the adoption of SFAS 
No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awards granted under its stock-based compensation plans and 
complied with the disclosure requirements of SFAS No. 123. 

NiSource cun-ently issues long-term incentive grants to key management employees under a long-term incentive plan approved by stockholders 
on April 1.3, 1994 (1994 Plan). The 1994 Plan, as amended and restated, permits the following types of grants, separately or in combination: 
nonqualified stock options, incentive stock options, restricted stock awards, stock appreciation rights, performance units, contingent stock 
awards and dividend equivalents payable on grants of options, performance units and contingent stoclc awards. Under the plan, each option has 
a maximum term of ten years from the date of grant. NiSource has traditionally awarded stoclc options to employees at the beginning of each 
year that vested one year from the date of grant. For stock options granted during January 2005, NiSource awarded stock options that vested 
immediately, but included a one-year exercise restriction. Stock appreciation rights may be granted only in tandem with stock options on a one- 
for-one basis and are payable in cash, common stock, or a combination thereof. In addition, NiSource currently has non-qualified option grants 
outstanding and vested which were granted under a 1988 long-term incentive plan. 

At the annual meeting of stockholders held on May 10, 2005, NiSource’s stockholders approved proposed amendments to the 1994 Plan. The 
amendments (i) increased the maximum number of shares of NiSource common stock that may be subject to awards from 21 million to 
43 million and (ii) extended the period during which awards coiild be granted to May 10, 201.5 and extended the term of the plan until all the 
awards have been satisfied by either issuance of stock or the payment of cash. At March 31, 2006, there were 26,019,910 shares reserved for 
future awards under the amended and restated 1994 Plan. 

NiSource has granted restricted stock awards, which are restricted as to transfer and are subject to forfeiture for specific periods from the date 
of grant and will vest over periods from one year or more. If a participant’s employment is terminated prior to vesting other than by reason of 
death, disability or retirement, restricted shares are forfeited. However, awards may vest upon death, disability, or upon a change of control or 
retirement. There were 10,000 restricted shares outstanding at March 3 1, 2006, which were not a part of the time accelerated restricted stock 
award plan described below. 

. . . . . . . .. . . . .- 
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ITEM 1 FINANCIAL STATEM.ENTS.(cOntinued) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

NiSource awarded restricted shares and restricted stock units that contain provisions for tinie-accelerated vesting to key executives under the 
1994 Plan. Most of these awards were issued in January 2003 and January 2004. These awards of restricted stock or restricted stock units 
generally vest over a period of six years or, in tlie case of restricted stock units at age 62 if an employee would become age 62 within six years, 
but not less than three years. If certain predetermined criteria involving measures of total shareholder return are met, as measured at the end of 
the third yea1 after the grant date, the awards vest at tlie end of the third year. At March 31, 2006, NiSource had 820,542 awards outstanding 
which contain the time-accelerated provisions. The total shareholder return measures established for the 2003 awards were not met as of 
December 3 1, 2005, therefore these grants will not have an accelerated vesting period. The measures for the 2004 awards were not niet as of 
March 3 1, 2006. 

For 2006, NiSource's Board has determined that it would not provide incumbent executives additional grants of options, restricted 01 

contingent shares. 

Tlie Amended and Restated Non-employee Director Stock Incentive Plan, which was approved by the Board and stockholders at the 2003 
annual meeting, provides for the issuance of up to 500,000 shares of common stock to non-employee directors. The Plan provides for awards of 
conmon stock, which vest in 20% increments per year, with full vesting after five years. The Plan permits the granting of restricted stock units 
and allows for tlie award of nonqualified stock options, subject to inmediate vesting in the event of the director's death or disability, or a 
change in control of NiSource. If a director's service on the Board is terminated for any reason other than retirement at or after age seventy, 
death or disability, any shares of cornnion stock not vested as of the date of termination are forfeited. As of March 3 1, 2006, 89,860 restricted 
shares and 98,603 restricted stock units had been issued under the Plan. 

Option grants are granted with an exercise price equal to the average of the high and low market price on the day of the grant. Stock option 
transactions for the first quarter ended March 3 1, 2006, were as follows: 

Weighted Average 

Outstanding at January 1,2006 9,948,383 22.59 
Granted __. NIA 

Cancelled (503,587) 23.76 
Outstanding at March 31,2006 9,406,546 22.54 
Exercisable at March 31,2006 9,377,975 22.54 

Tlie following table summarizes information on stock options outstanding and exercisable at March 3 1,2006: 

Exercised (38,250) 20.22 

Options Outstanding Options Exercisable 
Weighted Average Weighted Average Weighted Average 

Range of Exercise Number Exercise Price Remaining Contractual Number Exercise Price 
Per Share (S) Prices Per Shale ($) Outstanding Per Share ($) Life in Years Exercisable 

17.53 - 20.45 1,480,993 19.56 5.8 1,480,993 19.56 
20.46 - 23.38 5,790,917 22.09 7.1 5,762,346 22.09 
23.39 - 26.30 1,797,886 25.18 4.3 1.797,886 25.18 , .  
26.31 - 29.22 ' 33 617 50 29.22 2.2 336,750 29.22 

9,406,546 22.54 6.2 9,377,975 22.54 

There were no stock appreciation rights outstanding at March 3 1, 2006. 
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No options were granted during the first three months ended March 31, 2006. The fair value of each option granted during the first quarter 
ended March 3 1, 2005 was estimated on the date of grant using the Black-Scholes option-pricing model with a dividend yield of 4.1 %. The 
weighted average fair value of the options granted during the first quarter of 2005 was $3.34. The following assumptions were used: 

NISOURCE INC. 

- March 31, ZOOS 
Expected Life (yrs.) 4.2 
Interest Rate 3.5-3.6 O/o 

Volatility 22.6% 

NiSource recognized compensation cost of $1.3 million and $1.5 million in the first quarter of 2006 and 2005, respectively, as well as related 
tax benefits of $0.5 million and $0.5 million, respectively. There were no modifications to awards as a result of the adoption of SFAS 123R. 

As of March 3 1, 2006, tlie total remaining unrecognized compensation cost related to non-vested awards amounted to $8 2 million, which will 
be amortized over the weighted-average remaining requisite service period of 2.8 years. 

4. Income Taxes 

For the three months ended March 31, 2006 and 2005, NiSource’s provision for income taxes was calculated in accordance with APB No. 28 
and FIN 18. Accordingly, the interim effective tax rate reflects the estimated annual effective tax rate for 2006 and 2005, respectively, adjusted 
for tax expense associated with certain discrete items recorded during the quarter. The effective tax rate differs from the federal tax rate of 3.5% 
primarily due to the effects of tax credits, state income taxes, utility rate-making, and other permanent book/tax differences such as the electric 
production tax deduction provided under Internal Revenue Code Section 199. 

5. Earnings Per Share 

Basic EPS is computed by dividing income available to common stockholders by the weighted-average number of shares of common stock 
outstanding for the period. The weighted average shares outstanding for diluted EPS include the incremental effects of the various long-te1m 
incentive compensation plans. The numerator in calculating both basic and diluted EPS for each period is reported net income. The 
computation of diluted average common shares follows: 

Three Months Ended Maich 3 1, fin thom7nds) ZOO6 2005 

Basic average common shares outstanding 272,342 270,327 
Dilutive potential common shares 

Nonqualified stock options 50 319 
Shales contingently issuable under employee stock plans 572 885 
Shares restricted under employee stock plans 119 ~ 60 1 

Diluted Average Common Shares 273,083 272,132 

6. Restructuring Activities 

During the second quarter of 2005, NiSource Corporate Services reached a definitive agreement with IBM under which IBM will provide a 
broad range of business transformation and outsourcing services to NiSource. The service and outsourcing agreement is for ten years with a 
transition period to extend through December 3 1,2006. As of March 31,2006, 821 employees were terminated as a result of the agreement 
with IBM, of which 554 became employees of IBM. During the first quarter of 2006, 142 employees were terminated and 10 became 
employees of IBM. 

Denominator 
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hi the fourth quarter of 200.5, NiSource announced a plan to reduce its executive ranks by approximately 15% to 20% of the top-level executive 
group. In part, this reduction will come through anticipated attrition and consolidation of basic positions. As of March 3 1,2006, the 
employment of 5 employees terminated as a result of the executive initiative, all of which occurred in the first quarter of 2006. 

In previous years, NiSource implemented restructuring initiatives to streamline its operations and realize efficiencies as a result of the 
acquisition of Columbia. In 2000, these restructuring initiatives included a severance program, a voluntary early retirement program, and a 
transition plan to implement operational efficiencies throughout the company. In 200 1, NiSource’s restructuring initiatives focused on creating 
operating efficiencies in the Gas Distribution and the Electric Operations segments and included the closure of the Mitchell Station in Gary, 
Indiana. During 2002, NiSource implemented a restructuring initiative which resulted in employee terminations throughout the organization 
mainly affecting executive and other management-level employees. In connection with these earlier restructuring initiatives, a total of 
approximately 1,600 management, professional, administrative and technical positions were identified for elimination. As of March 3 1, 2006, 
approximately 1,565 employees were terminated, of whom zero employees were terminated during the first quarter of 2006. 

Adjustments to the restructuring liability were recorded mainly for adjustments in estimated expenses related to previous restructuring 
initiatives. Adjustments in the estimated liability are reflected in “Operation and Maintenance” expense. Of the $9.2 million remaining 
restructuring liability from the Columbia merger and related initiatives, $8.7 million is related to facility exit costs. 

Restructuring reserve by restructuring initiative: 

Balance at Balance at 
(in riiillioris) - Deceinber 3 1, 2005 Benefits Paid Adjustiiients March 3 1, 2006 
Outsourcing initiative $ 11.5 $ (4.7) $ (1.3) $ 5.5 
Executive initiative 2.9 (0.9) - 2.0 
Colunibia merger and related initiatives 10.1 (0.9) 9.2 
Total $ 24.5 . $ (6.5) $ (1.3) $ 16.7 

7. 

The assets of discontinued operations and assets held for sale included net property, plant, and equipment of $49.7 million and $34.6 million at 
March 3 1, 2006 and December 3 1, 2005, respectively. 

NiSource Corporate Services is in the process of selling its Marble Cliff facility. An impairment loss of $2.5 million was recognized in the first 
quarter of 2006 due to the current book value exceeding the estimated fair value of the facility. NiSource has accounted for this facility, valued 
at $12.7 million as of March 3 1, 2006 after impairment, as assets held for sale. 

NiSource Development Company is in the process of selling its Northern Indiana headquarters facility. NiSource has accounted for this facility, 
with a net book value of $1.8 million as of March 3 1,2006, as assets held for sale. 

As part of PEI’s sale to Private Power in 2003, NiSource retained certain obligations with respect to the foimer PEI subsidiaries. NiSource 
retained operational guarantees related to environmental compliance, inventory balances, employee relations, and a contingent obligation to 
Private Power that could be triggered if [J.S. Steel exercised a purchase option under its agreement with a former PEI subsidiary. At the time of 
the sale, NiSource allocated $0.6 million to this contingent option obligation. However, in November 2005, U.S. Steel Gary Works announced 
its intent to exercise the purchase option. As a result, in the fourth quarter of 2005, NiSource accrued an additional $7.4 million for the 
settlement of this obligation. 

In March 200.5, Lake Erie Land, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The assets of the Sand Creek Golf 
Club, valued at $1 1.9 million as of March 3 1, 2006, are 

___ 

Discontinued Operations and Assets Held for Sale 
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reported as assets of discontinued operations. An additional $5.6 million of assets, representing an estimate of land to be sold during the next 
twelve-months, are reflected as assets held for sale. 

Columbia Transmission is in the process of selling certain facilities that are non-core to the operation of the pipeline system. NiSource has 
accounted for the assets of these facilities, with a net book value of $17.7 million, as assets held for sale. Based on discussion with the potential 
buyer, NiSource does not believe that it is likely to sell certain assets formerly held by Transcorn that were valued at $6.1 million. These assets 
were written down to zero in June 2005. 

Results from discontinued operations from the golf course assets of Lake Erie Land and adjustments for NiSource’s former exploration and 
production subsidiaiy, CER, and water utilities are provided in the following table: 

T h e e  Months Ended MaicIi31, (in mdlion~) 2006 2005 
Revenues from Discontinued-Operations $ 0.9 $ 1.0 

Loss from discontinued operations (0.5) (3.8) 
Income tax benefit -. 1- (0.2) (1.6) 
Net Loss from Discontinued Operations $ (0.3) $ (2.2) 

8. Regulatory Matters 

G a  Distribution Operations Related Matters 

Gas Distribution Operations continues to offer CHOICE “opportunities, where customers can choose to purchase gas from a third party 
supplier, through regulatory initiatives in all of its jurisdictions. As of March 2006, approximately 693 thousand of Gas Distribution 
Operations’ residential, small commercial and industrial customers were using an alternate supplier. 

On December 17,2003, the PTJCO approved an application by Columbia of Ohio and other Ohio LDCs to establish a tracking mechanism that 
will provide for recovery of current bad debt expense and for the recovery over a five-year period of previously deferred uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the deferred uncollectible accounts receivables and establishment of future bad debt 
recovery requirements in November 2004. On June 1, 2005, the PTJCO approved Columbia of Ohio’s application to decrease its LJncollectible 
Expense Rider rate. This application was based on projected annual bad debt recovery requirements of $26.3 million for the twelve months 
ended March 3 1, 2006, reflecting a reduction of $1 1.4 niillion of uncollected accounts receivable pending future recovery. As of March 3 1, 
2006, Columbia of Ohio has $38.9 million of uncollected accounts receivable pending future recovery. 

On November 2 1, 2005, Columbia of Ohio filed an application with the PUCO, requesting authority to increase its PIP rider rate from 
$.082 1/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s deferred PIP balance over a twelve-month period plus 
the expected level of airears during the succeeding twelve-month period. On December 23, 2005, Columbia of Ohio supplemented its 
application, and as an alteinative offered to extend the recovery period for its defened balance over 36 months, with carrying costs. This filing 
provided, in the alternative, for the implementation of a revised PIP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application 
indicated that the PIP rate contained in its November 21, 2005 application would be billed absent express PUCO approval of the alternative 
within the 45-day review process. The PUCO took no action within the forty-five day period, and on January 9, 2006, Columbia of Ohio filed 
revised tariffs to reflect the new $.6449/Mcf PIP rider rate, effective with February 2006 bills. On February 1, 2006, the PUCO issued an Entry 
in which it indicated that it had approved Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6, 2006). 
On Februaiy 28, 2006, Columbia of Ohio filed revised tariffs, reflecting the lower PIP rider rate of $.4004 /Mcf and an extension of the 
recovery period for its deferred balance over 36 months, with carrying costs, to be effective with bills rendered on and after March 2, 2006. On 
February 6, 2006, the Office of the Consumers’ Counsel filed an application for rehearing. By Entry on Rehearing dated March 7, 2006, the 
PUCO denied the application for rehearing. On April 6,2006, the Office of Consumers’ Counsel and other consumer groups filed a second 
application for rehearing. Columbia of Ohio filed a memorandum contra on April 17, 2006. 
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On November 2, 200.5, Columbia of Virginia filed an Application with the VSCC for approval of a performance based rate-making 
methodology (“PBR Plan”), which would freeze non-gas cost rates at their current levels for five years beginning January 1, 2006. The VSCC 
issued a Preliminary Order on November 9, 2005 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the justness and reasonableness of Columbia of Virginia’s current rates, charges and terms and conditions of service. The Preliminary 
Order initially required Columbia of Virginia to file the schedules typically required for a general rate case application on or before February 3, 
2006. By Order dated January 4, 2006, the VSCC granted a Columbia of Virginia Motion to extend the filing of schedules in the Investigation 
until May 1, 2006. 

In accordance with the IXJRC’s 1999 Order that permits Northern Indiana to utilize a flexible GCA mechanism to recover its pipeline demand 
costs annually and changes in commodity gas costs monthly, Northern Iridiaiia filed GCA7, covering the period November 1, 200.5 through 
October 3 1, 2006 on August 29, 2005. The IURC approved the rates on an interim basis subject to refund on November 22, 200.5. A final order 
approving this filing is expected in the second quarter of 2006. 

On July 13, 200.5, Noithern Indiana and other parties filed a joint Stipulation and Settlement Agreement with the IURC resolving all terms of a 
new gas ARP program. The IURC approved the Settlement on January 3 1,2006. The new ARP is effective May 1,2006 through April 30, 
2010. The new ARP continues key products and services including Northern Indiana’s Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northem Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term of this agreement. 

Electxi: Operations ReIated&??t&~ 
During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23, 2002, the IURC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric customers of Northern Indiana will 
receive bill credits of approximately $55.1 nlillion each year, for a cumulative total of $225 million, for the minimum 49-month period, 
beginning on July 1,2002. The order provides a rate moratorium through July 3 1,2006. The order also provides that 60% of any future 
eaiiiings beyond a specified earnings level will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and 
therefore in times of high usage the credit may be more than the $5S.1 million target. Credits amounting to $10.7 million and $14.4 million 
were recognized for elecbic customers for the first quarter of 2006 and 2005, respectively. 

As part of Northern Indiana’s use of the MISO’s transmission service, Day 1, Northern Indiana incurs transmission charges, based upon the 
FERC-approved tariff, as well as administrative fees, which relate to the MISO’s management and operations of the transmission system. Day 
1 transmission charges are recovered through the FAC process. During 2004, an JURC order denied recovery or deferral of Day 1 
administrative fees during Northern Indiana’s rate moratorium. Day 2 charges consist of fuel-related and nan-fuel-related categories. On 
June 1,200.5, the ITJRC issued an order authorizing Northein Indiana to recover fuel-related Day 2 costs. The order denied recovery or deferral 
of non-fuel Day 2 costs during Northern Indiana’s rate moratorium, which expires July 3 1, 2006. The June 2005 order was unclear as to the 
categorization of certain types of MISO charges as to whether they were he1  or non-fuel. These particular charges, which amounted to 
$8.7 million in 200.5, and $1.6 million for the first three months of 2006, were included as recoverable in Northern Indiana’s FAC-68, FAC-69 
and FAC-70 filings, but, pending a clarifying order from the IURC, Northern Indiana has provided a reserve for the full amount. On 
February 17,2006, a settlement agreement was filed in cause 42962 providing for recovery through the FAC process of these charges, subject 
to an agreed upon standard of reasonableness for the charges. The settling parties are Northein Indiana, Indianapolis Power & Light, Vectreii 
Energy Delivery of Indiana, Inc. and the OUCC. The IURC approved Northern Indiana’s FAC-69 and FAC-70 filings, in January 2006 and 
April 2006, respectively, but noted in both orders that this particular category of charges was approved “subject to refund” and subject to final 
orders. On May 4, 2006, the IURC issued an order, ruling that these charges were to be classified as fuel charges and were therefore 
recoverable through the FAC mechanism, beginning with charges incurred on December 9, 200.5. The Day 2 non-fuel category includes costs 
recorded as non-recoverable in net revenues, which amounted to $0.5 million for the first three months of 2006. These costs began in 
April 2005 and totaled $5.4 million for the year 200.5. Day 1 and Day 2 administrative fees, which were recorded as non-recoverable operating 
expenses, totaled $1.2 million for the first quarter of 2006 and were $5.1 million for the year 2005. Northem Indiana is authorized to begin the 
defeil-a1 of all 

NISOURCE INC. 
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non-fuel and adminiskative MISO charges incurred after July 3 1, 2006 for consideration in a future rate proceeding. As part of the established 
settlement process with market participants, MISO uses “resettlement” statements to make adjustments related to prior operating periods. 
Amounts related to these adjustments cannot be anticipated or estimated in advance. Northern Indiana records these amounts when billed. 

In January 2002, Northern Indiana indefinitely shut down its Mitchell Station. In February 2004, the City of Gaiy announced an interest in 
acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length of the 
runways at the Gaiy International Airport. On May 7, 2004, the City of Gary filed a petition with the IURC seeking to have the ITJRC establish 
a value for the Mitchell Station and establish the terms and conditions under which the City of Gaiy would acquire the Mitchell Station. On 
January 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gaiy and Northern Indiana lacks essential teims necessary for it to be a valid and enforceable 
contract under Indiana law, Northern Indiana is evaluating the appropriate course of action for the Mitchell Station facility in light of the City 
of Gary’s need for that property and the substantial costs associated with restarting the facility. 

On May 25, 2004, Northern Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northern Indiana’s retail electric load requirements and charges imposed on Northern Indiana by MISO. A 
hearing in this matter was held in December 2004. Northern Indiana will withdraw this petition if the final order fiom the IURC in cause 42824 
approves recovery of intermediate dispatchable power costs incurred in August to December 2005 as described below. 

On April 1 1 ,  2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary of NiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northein Indiana. On July 1, 2005, 
the IURC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana through TPC under the Power Sales Tariff on an interim basis until December 3 1,2005, or until a subsequent order is issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 2 1, 2005, Intervenor LaPorte County filed a Petition for Reconsideration of the interim order with 
the ItJRC. On August 31, 2005, the IURC denied LaPorte County’s Petition for Reconsideration. On September 29, 2005, LaPorte County filed 
its Notice of Appeal of the IURC’s Order of August 31, 2005 denying its Petition for Reconsideration. On March 9, 2006, LaPoite’s appeal of 
the ItJRC’s interim order was dismissed. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is 
seeking approval of the three-year arrangement. The testimony clarifies that Northern Indiana is seeking affirmation from the IURC that the 
inteimediate dispatchable power purchases made between August 9, 2005 and December 3 1, 2005 which were made pursuant to the July 1, 
2005 interim order were reasonable. The evidentiary hearing is scheduled for the second quarter of 2006 and a final order is expected in the 
third quarter of 2006. 

Northern Indiana, the OUCC and the Industrial Group, reached a settlement agreement on August 19,2005 for purposes of partially settling 
cause 42824 (described above). The OUCC and the Industrial Group agreed to support Northern Indiana’s recovery of intermediate 
dispatchable power, through its FAC for the period August 9, 200.5 through November 30, 2005, Additional settlement provisions include 
Northern Indiana’s agreement to file an electric base rate case on or before July 1, 2008. 

Northem Indiana has been recovering the costs of electric power purchased for sale to its customers through the FAC. The FAC provides for 
costs to be collected if they are below a negotiated cap. If costs exceed this cap, Northern Indiana must demonstrate that the costs were 
prudently incurred to achieve approval for recovery. 

Northern Indiana filed FAC-68 on August 15, 2005. This filing included a projected amount of intermediate dispatchable power costs for 
October to December 2005, consistelit with the Interim Order in 42824. The IURC approved this filing 011 October 26, 2005. 

Northein Indiana filed FAC-69 on November 3,2005. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for August and September 2005. The filing also included recovery of certain MISO 

NISOURCE INC. 
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charges under consideration in cause 42962 as described above. The order approving the FAC-69 factor was issued January 1 1, 2006. The 
intermediate dispatchable power cost recovery is subject to refund based upon the outcome of cause 42824 (described above). 

Northern Indiana filed FAC-70 on February 6, 2006. This filing included a reconciliation of actual inteimediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MIS0 charges under consideration in cause 42962 as 
described above. The order approving the FAC-70 factor was issued April 20,2006. The intermediate dispatchable power cost recovery is 
subject to refund based upon the outcome of cause 42824 (described above). 

On November 26, 2002, Northern Indiana received approval for an ECT. ‘CJnder the ECT, Northern Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northern Indiana to implement IDEM’S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the IURC’s November 26, 2002 order, Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 21, 2005, the IURC approved Northern Indiana’s latest compliance plan with the estimate of 
$306 million. The ECRM revenues amounted to $6.9 million for the three months ended March 31, 2006, and $58.6 million from inception to 
date, while EERM revenues were $2.3 million for the first quarter of 2006 and $1 1.1 million from inception to date. On February 3, 2006, 
Northern Indiana filed ECR-7 simultaneously with EER-3 for capital expenditures (net of accuniulated depreciation for those components 
which have been placed in service) of $230.6 million and depreciation and operating expenses of $18.3 million through December 3 1, 200.5. 
On March 29, 2006, the WRC approved Northern Indiana’s ECR-7 filing. 

On April 13, 2005, Northern Indiana received an order from the IURC in a complaint filed by Jupiter. The complaint asserted that Northern 
Indiana’s service quality was not reasonably adequate. While concluding that Northern Indiana’s service was reasonably adequate, the IURC 
ruled that Northern Indiana must construct a backup line and pay Jupiter $2.5 million to install special fast switching equipment at the Jupiter 
plant, Further, Northern Indiana is precluded from recovering the $2.5 millioii in rates. Northern Indiana and Jupiter both have appealed the 
IURC’s order iii this matter to the Indiana Court of Appeals. These appeals are currently pending. Northern Indiana remitted the payment of 
$2.5 million to Jupiter in July 2005, and is working with Jupiter to incorporate the I‘CJRC required backup line and the special fast switching 
equipment with growth plans announced by Jupiter. On December 21, 2005, Jupiter filed with the Indiana Court of Appeals a verified motion 
for remand asking that the case be moved to the I‘CJRC for further proceedings. On March 15, 2006, the Court of Appeals denied Jupiter’s 
motion for remand. On March 30, 2006, Jupiter filed a second complaint with the IURC, in which Jupiter alleges service problems and seeks 
additional relief. No hearing dates have been set. 

9. 

NiSource uses commodity-based derivative financial instrumelits to manage certain risks in its business. NiSource accounts for its derivatives 
under SFAS No. 133. 

Risk Management and Energy Trading Activities 

19 

littp://ir.nisource.com/EdgarDetail.cfrri?CompanyI~=NI&CI~=111171 l&FID=950 137-06-5428&SID=0 ... 3/30/2007 



NISOTJRCE INC/DE (Forrn: 1 0-Q, Received: 05/05/2006 1 1 :40:52) Page 24 of 65 

Table of Contents 

ITEM 1. FINANCIAL STATEMENTS (continued) 

NISOURCE INC. 
Notes to Consolidated Financial Statements (continued) (unaudited) 

Hedging Activities. The activity for the first quarter of 2006 and 2005 affecting accumulated other comprehensive income, with respect to cash 
flow hedges included the following: 

T h e e  Months Ended March31, (in millioris, tiel cflmes) 2006 2005 
Net unrealized gains on derivatives qualifying as cash flow hedges at the beginning of the period $ 150.7 $ 93.7 

Unrealized hedging gains (losses) arising during the period on derivatives qualifying as cash flow hedges (51.7) 52.6 

Reclassification adjustment for net gain included in net income 
Net Unrealized gains on derivatives qualifying as cash flow hedges at the end of the perTod 

Unrealized gains and losses on NiSource’s hedges were recorded as price risk management assets and liabilities along with unrealized gains 
and losses on NiSource’s trading portfolio. The accompanying Consolidated Balance Sheets include price risk management assets related to 
unrealized gains and losses on hedges of $266.3 million and $338.1 million at March 3 1, 2006 and December 3 1, 2005, respectively, of which 
$129.9 inillion and $152.6 million were included in “Current Assets,” and $136.4 million and $185.5 nlillion were included in “Other Assets.” 
Price risk management liabilities related to unrealized gains and losses on hedges (including net option premiums) were $12 1.8 million and 
$85.6 million at March 31, 2006 and December 3 1, 2005, respectively, of which $74.9 million and $63.4 million were included in “Current 
Liabilities,” and $46.9 million and $22.2 million were included in “Other Liabilities and Deferred Credits.” 

During the first quarter of 2006 and 200.5, zero and a loss of $0.1 million, net of taxes respectively, was recognized in earnings due to the 
change in value of certain derivative instruments primarily representing time value. Additianally, all derivatives classified as a hedge are 
assessed for hedge effectiveness, with any components determined to be ineffective charged to earnings or classified as a regulatory asset or 
liability per SFAS No. 71 as appropriate. During the first quarter of 2006 and 2005, NiSource reclassified no amounts related to its cash flow 
hedges from other Comprehensive income to earnings, due to the probability that certain forecasted transactions would not occur. It is 
anticipated that during the next twelve months the expiration and settlement of cash flow hedge contracts will result in income recognition of 
amounts cull-ently classified in other comprehensive income of approximately $38.3 million, net of taxes. 

Commodity Price Risk Programs. Northern Indiana, Northern Indiana Fuel and Light, K.okomo Gas, Northern Utilities, Columbia of 
Pennsylvania, Columbia of Kentucky, Columbia of Maryland and Columbia of Virginia use NYMEX derivative contracts to minimize risk 
associated with gas price volatility. These derivative hedging programs must be marked to fair value, but because these derivatives are used 
within the framework of their gas cost recovery mechanism, regulatory assets or liabilities are recorded to offset the change in the fair value of 
these derivatives. The Consolidated Balance Sheets reflected $6.1 million and $35.7 million of price risk management assets associated with 
these programs at March 3 1, 2006 and December 3 1, 2005, respectively. In addition, the Consolidated Balance Sheets reflected $6.3 million 
and zero of price risk management liabilities associated with these programs at March 3 1, 2006 and December 3 1, 2005, respectively. 

Northern lndiana offers a PPS as an alterriative to the standard gas cost recovery mechanism. This service provides Northern Indiana customers 
with the opportunity to either lock in their gas cost or place a cap on the total cost that could be charged for any future month specified. In order 
to hedge the anticipated physical future purchases associated with these obligations, Northern Indiana purchases NYMEX futures and options 
contracts that correspond to a fixed or capped price in the associated delivery month. The NYMEX futures and options contracts are designated 
as cash flow hedges. Columbia of Virginia started a program in April 2005 similar to the Northern Indiana PPS, which allows non- 
jurisdictional customers the opportunity to lock in their gas cost. The Consolidated Balance Sheets reflected $0.8 million and $1.8 million of 
price risk management assets and $3.8 million and $2.5 million of price risk management liabilities associated with these programs at 
March 3 1, 2006 and December 3 1, 2005, respectively. 

0.7 1.8 
$ 99.7 $ 148.1 
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Northern Indiana also offers a DependaBill program to its customers as an alternative to the standard tariff rate that is charged to residential 
customers. The program allows Northern Indiana customers to fix their total monthly bill at a flat rate regardless of gas usage or conxnodity 
cost. In order to hedge the anticipated physical purchases associated with these obligations, Northern Indiana purchases NYMEX futures and 
options contracts that match the anticipated delivery needs of the program. These derivatives are presently designated as cash flow hedges. The 
Consolidated Balance Sheets reflected zero and $1.6 million of price risk management assets and $0.3 million and zero of price rislc 
management liabilities at March 3 1, 2006 and December 3 1,200.5, respectively, associated with the DependaBill program. 

As part of the new MISO Day 2 initiative, Northern Indiana was allocated FTRs. These rights protect Northein Indiana against congestion 
losses due to the new MISO Day 2 activity. The FTRs do not qualify for hedge accounting treatment, but since congestion costs are recoverable 
through the fuel cost recovery mechanism the related gains and losses associated with these transactions are recorded as a regulatory asset or 
liability, in accordance with SFAS No. 7 1“ The Consolidated Balance Sheets reflected $1.2 million and $2.2 million of price rislc management 
assets and zero and $0.4 million of price risk management liabilities associated with this program at March 31, 2006 and December 31, 2005, 
respectively. 

For regulatory incentive purposes, Northern Indiana enters into purchase contracts at first of the month prices that give counterparties the daily 
option to either sell an additional package of gas at first of the month prices or recall the original volume to be delivered. Northern Indiana 
charges a fee for this option. The changes in the fair value of these options are primarily due to the changing expectations of the future intra- 
month volatility of gas prices. These written options are derivative instruments, must be marked to fair value and do not meet the requirement 
for hedge accounting treatment. However, in accordance with SFAS No. 71, Northern Indiana records the related gains and losses associated 
with these transactions as a regulatory asset or liability. 

For regulatory incentive purposes, Columbia of Kentucky, Columbia of Ohio, Columbia of Pennsylvania, Columbia of Virginia and Columbia 
of Maryland (collectively, the “Columbia LDCs”) enter into contracts that allow counterparties the option to sell gas to Columbia LDCs at first 
of the inonth prices for a particular month of delivery. Columbia LDCs charge the counterparties a fee for this option. The changes in the fair 
value of the options are primarily due to the changing expectations of the future intra-month volatility of gas prices. Columbia LDCs defer a 
portion of the change in the fair value of the options as either a reguIatory asset or liability in accordance with SFAS No. 7 1. The remaining 
change is recognized currently in earnings. The Consolidated Balance Sheets reflected $0.7 million and zero of price risk management assets 
and $4.5 million and $8.5 million of price risk management liabilities associated with the programs at March 3 1, 2006 and December 3 1, 2005, 
respectively. 

Columbia Energy Services has fixed price gas delivery commitments to three municipalities in the United States. Columbia Energy Services 
entered into a forward purchase agreement with a gas supplier, wherein the supplier will fulfill the delivery obligation requirements at a slight 
premium to index. In order to hedge this anticipated future purchase of gas from the gas supplier, Columbia Energy Services entered into 
conmodity swaps priced at the locations designated for physical delivery. These swaps are designated as cash flow hedges of the anticipated 
purchases. The Consolidated Balance Sheets reflected $205.0 million and $266.7 million of price risk management assets associated with this 
program at March 3 1, 2006 and December 3 1, 2005, respectively. 

Interest Rate Risk Activities. Contemporaneously with the pricing of the 5.25% and 5.45% notes issued September 16, 2005, NiSource 
Finance settled $900 million of forward starting interest rate swap agreements with six counterparties. NiSource paid an aggregate settlement 
payment of $35.5 million which is being amortized as an increase to interest expense over the teim of the underlying debt, resulting in an 
effective interest rate of 5.67% and 5.88% respectively. 

NiSource has entered into interest rate swap agreements to modify the interest rate characteristics of its outstanding long-term debt from fixed 
to variable. On May 12, 2004, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of 
$660 million with six countelparties having a 6 1/2-year term. NiSource Finance will receive payments based upon a fixed 7.875% interest rate 
and pay a floating interest amount based on 1J.S. 6-month BBA LIBOR plus an average of 3.08% per annum. There was no exchange of 
premium at 
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the initial date of the swaps. In addition, each party has the right to cancel the swaps on May 15, 2009 at nlid-market 

On July 22, 2003, NiSource Finance entered into fixed-to-variable interest rate swap agreements in a notional amount of $500 inillion with four 
counterparties with an 1 I-year term. NiSource Finance will receive payments based upon a fixed 5.40% interest rate and pay a floating interest 
amount based on U S .  6-month BBA L.IBOR plus an average of 0.78% per annum. There was no exchange of premium at the initial date of the 
swaps. In addition, each party has the right to cancel the swaps on either July 15,2008 or July 15, 2013 at mid-market. 

As a result of the fixed-to-variable interest rate swap transactions referenced above, $1,160 million of NiSource Finance’s existing long-term 
debt is now subject to fluctuations in interest rates. These interest rate swaps are designated as fair value hedges. The effectiveness of the 
interest rate swaps in offsetting the exposure to changes in the debt’s fair value is measured using the short-cut method pursuant to SFAS 
No. 133. NiSource had no net gain or loss recognized in earnings due to hedging ineffectiveness from prior years. 

Marketing and Trading Activities. The remaining operations of TPC primarily involve commercial and industrial gas sales. As of March 3 1, 
2006, all power trading contracts were settled. TPC may enter into power derivative contracts in the future to inanage price risk associated with 
operating Whiting Clean Energy, which may not qualify for hedge treatment as determined by SFAS No. 133. 

In April 2003, the remaining gas-related activities (physical commodity sales to commercial and indushial customers) that had been classified 
as derivatives were considered to fall within the normal purchase and sale exception under SFAS No. 133. Therefore, all gas-related derivatives 
used to offset the physical obligations necessary to fulfill these commodity sales were designated as cash flow hedges. The Consolidated 
Balance Sheets reflected $60.5 million and $68.0 million of price risk management assets and $79.2 million and $70.9 million of price risk 
management liabilities associated with this program at March 3 1, 2006 and December 3 1, 2005, respectively. 

The fair market values of NiSource’s power trading assets and liabilities were zero at March 31, 2006 and December 31, 2005 

10. Goodwill Assets 

NiSource’s goodwill assets at March 3 1, 2006 were $3,677.3 million pertaining primarily to the acquisition of Columbia on November 1 ,  2000. 
The goodwill balances at March 3 1, 2006 for Northern Indiana Fuel and Light and Kokomo Gas were $13.3 million and $5.5 million, 
respectively. 

NiSource will perform its annual impairment test of goodwill associated with the purchases of Columbia, Northern Indiana Fuel and Light and 
ICokomo Gas in the quarter ended June 30, 2006. For the purpose of testing for impairment the goodwill recorded in the acquisition of 
Columbia, the related subsidiaries were aggregated into two distinct reporting units, one within the Gas Distribution Operations segment and 
one within the Gas Transmission and Storage Operations segment. NiSource uses the discounted cash flow method to estimate the fair value of 
its reporting units for the purposes of this test. 

1 1 .  Pension and Other Postretirement Benefits 

NiSource uses September 30 as its measurement date for its pension and other postretirement benefit plans. NiSouice expects to make 
coilhibutions of $7.1 million to its pension plans and $54.2 million to its other postretirement benefit plans in 2006. 
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The following table provides the components of the plans’ net periodic benefits cost for the first quarter of 2006 and 200.5: 

Pension Benefits Other Benefits 
Tlii ee Months Elided March3 1, (in millions) 2006 2005 2006 2005 
Net periodic cost 

Service cost $ 10.7 $ 10.4 $ 2.3 $ 2.3 
Interest cost 31.2 32.0 10.1 10.4 

Amortization of transitional obligation __ __ 2.0 2.4 
Expected return on assets (43.9) (41.1) (4.6) (4.0) 

Amortization of prior service cost 1.5 2.6 0.1 0.2 
Recognized actuarial loss 4.6 4.3 1.6 0.9 
Settlement loss __ - __ 0.3 

Net Periodic Benefits Cost $ 4.1 $ 8.5 $ 11.5 $ 12.2 

12. Asset Retirement Obligations 

NiSource has accounted for retirement obligations on its assets since January 1,2003 with the adoption of SFAS No. 143. In the fourth quarter 
2005, NiSource adopted the provisions of FIN 47, which broadened the scope of SFAS No. 143 to include contingent asset retirement 
obligations and it also provided additional guidance for the measurement of the asset retirement liabilities. This accounting standard and the 
related interpretation requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it is incurred. 
When the liability is initially recorded, the entity capitalizes the cost, thereby increasing the carrying amount of the related long-lived asset. 
Over time, the liability is accreted, and the capitalized cost is depreciated over the useful life of the related asset. The rate-regulated subsidiaries 
defer the difference between the amount recognized for depreciation and accretion and the amount collected in rates as required pursuant to 
SFAS No. 71 for those amounts it has collected in rates or expects to collect in future rates. 

Changes in NiSource’s liability for asset retirement Obligations for the first quarter of 2006 are presented in the table below: 

Tliiee Months Ended March31, (iri ti~~llioiis) 2006 
Beginning Balance $ 119.8 

Accretion 1.8 
Ending Balance $ 121.6 

NiSource has recognized asset retirement obligations associated with various obligations including costs to remove and dispose of certain 
construction materials located within many of NiSource’s facilities, certain costs to retire pipeline, removal costs for certain underground 
storage tanks, removal of certain pipelines known to contain PCB contamination, closure costs for certain sites including ash ponds, solid waste 
management units and a landfill, obligation to return leased rail cars to specified conditions and the removal costs of certain facilities and off- 
shore platforms, as well as some other nominal asset retirement obligations. NiSource recognizes that there are obligations to incur significant 
costs to retire wells associated with gas storage operations, however, these assets are land assets with indeterminable lives. Additionally, 
NiSource has a significant obligation associated with the decommissioning of its two hydro facilities located in Indiana. However, these assets 
have an indeteiminate life and no asset retirement obligation has been recorded. 

Certain costs of removal that have been, and continue to be, included in depreciation rates and collected in the service rates of the rate- 
regulated subsidiaries, did not meet the definition of an asset retirement obligation pursuant to SFAS No. 143 and FIN 47. The amount of the 
other costs of removal reflected as a component of NiSource’s accumulated depreciation and amortization was approximately $1.2 billion and 
$1.1 billion at March 31, 2006 and December 31, 200.5, respectively, based on rates for estimated removal costs embedded in composite 
depi eciatioii 
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rates. Upon the adoption of SFAS No. 143 on Januaiy 3 1, 2003, NiSource reclassified its cost of removal from accumulated depreciation to 
regulatory liabilities and other removal costs on the Consolidated Balance Sheets. 

For the three months ended March 3 1, 2006, NiSource accrued $1.8 million of accretion, of which $0.3 million was expensed and $1 .S million 
was recorded as a regulatory asset. For the three months ended March 31, 2005, NiSource accmed $0.1 million of accretion, of which the 
majority of it was expensed. NiSource anticipates that the depreciation and accretion amounts to be recognized in 2006 associated with its asset 
retirement obligation assets and liabilities will be $2.8 million and $7.5 million, respectively, and will primarily be recorded as a regulatory 
asset or liability pursuant to SFAS No. 7 1. 

13. Other Commitments and Contingencies 

A. Guarantees and Indemnities. As a part of normal business, NiSource and certain subsidiaries enter into various agreements providing 
financial or performance assurance to third parties on behalf of certain subsidiaries. Such agreements include guarantees and stand-by letters of 
credit. These agreements are entered into primarily to support or enhance the creditworthiness otheiwise attributed to a subsidiaiy on a stand- 
alone basis, thereby facilitating the extension of sufficient credit to accomplish the subsidiaries’ intended commercial purposes. The total 
commercial commitments in existence at March 3 1, 2006 and the years in which they expire were: 

NISOURCE INC. 

(111 llillllolls) Total 2006 2007 2008 2009 2010 Afier 
Guarantees of subsidiaries debt $5,008.6 $ 293.1 $ 32.4 $ 8.6 $ 464.0 $1,004.3 $3,206.2 
Guarantees supporting 

commodity transactions of 
subsidiaries 1,018.8 571.0 204.2 39.6 43 ”3 - 160.7 

__ - - - Lines of credit 379.2 379.2 
L.etters of credit 96.0 ’1.8 19.5 68.7 

- 8.4 4.1 - 145.8 
Total commercial commitments $6,660.9 $1,25 1.1 $ 256.1 $ 125.3 $ 511.4 $1,004.3 $3,5 12.7 

Guarantees of Subsidiaries Debt. NiSource has guaranteed the payment of $5.0 billion of debt for various wholly owned subsidiaries 
including Whiting Leasing, NiSource Finance, and through a support agreement, Capital Markets, which is reflected on NiSource’s 
Consolidated Balance Sheets. The subsidiaries are required to comply with certain financial covenants under the debt indenture and in the event 
of default, NiSource would be obligated to pay the debt’s principal and related interest. NiSource does not anticipate its subsidiaries will have 
any difficulty maintaining compliance. 

Guarantees Supporting Commodity Transactions of Subsidiaries. NiSource has issued guarantees, which support up to approximately 
$1 .O billion of commodity-related payments for its current subsidiaries involved in energy marketing and trading and those satisfying 
requirements under foiward gas sales agreements of current and former subsidiaries. These guarantees were provided to counterparties in order 
to facilitate physical and financial transactions involving natural gas and electricity. To the extent liabilities exist under the conmodity-related 
contracts subject to these guarantees, such liabilities are included in the Consolidated Balance Sheets, 

Lines and Letters of Credit. NiSource Finance maintains a revolving line of credit with a syndicate of financial institutions which can be used 
either for boi-sowings or the issuance of letters of credit. At March 31, 2006, NiSource had $379.2 million outstanding under the revolving line 
of credit. Though this revolver and through other letter of credit facilities, NiSource has issued stand-by letters of credit of approximately 
$96.0 million for the benefit of third parties. 

Other Guarantees or Obligations . After the October 20, 2003 sale of six subsidiaries, PEI continues to own Whiting Clean Energy 

As part of PEI’s sale to Private Power in 2003, NiSource retained certain obligations with respect to the former PEI subsidiaries. NiSource 
retained operational guarantees related to environmental compliance, inventory balances, 

__ - - 
Other guarantees 158.3 ___ 
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employee relations, and a contingent obligation to Private Power that could be triggered if U.S. Steel exercised a purchase option under its 
agreement with a former PEI subsidiary. At the time of the sale, NiSource allocated $0.6 million to this contingent option obligation. However, 
in November 200.5, U.S. Steel Gary Works announced its intent to exercise the purchase option. As a result, in the fourth quarter of 2005, 
NiSoui-ce accrued an additional $7.4 million for the settlement of this obligation. 

NiSource has purchase and sales agreement guarantees totaling $85.0 million, which guarantee performance of the seller’s covenants, 
agreements, obligations, liabilities, representations and warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perfoiin 01’ otherwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

B. Other Legal Proceedings. In the normal course of its business, NiSource and its subsidiaries have been named as defendants in various 
legal proceedings. In the opinion of management, the ultimate disposition of these currently asserted claims will not have a material adverse 
impact on NiSource’s consolidated financial position. 

C. Environmental Matters. 

General. The operations of NiSource are subject to extensive and evolving federal, state and local environmental laws and regulations intended 
to protect the public health and the environment. Such environmental laws and regulations affect operations as they relate to impacts on air, 
water and land. 

As of March 3 1, 2006, a reserve of approximately $68 million has been recorded to cover probable corrective actions at sites where NiSource 
has environmental remediation liability. The ultimate liability in connection with these sites will depend upon many factors, including the 
volume of material contributed to the site, the number of the other potentially responsible parties and their financial viability, the extent of 
coli-ective actions required and rate recovery. Based upon investigations and management’s understanding of current environmental laws and 
regulations, NiSource believes that any corrective actions required will not have a material effect on its financial position or results of 
operations. 

Gas Distribution Operations. 
There were no new environmental matters relating to Gas Distribution Operations during the first quarter of 2006 

Gas Transmission and Storage Operations. 
On January 17, 2006, the EPA published in the Federal Register a proposed revision to the particulate matter NAAQS that would increase the 
stringency of the current fine particulate (PM2.5) standard and add a new standard for inhalable coarse particulate (particulate matter between 
10 and 2.5 microns in diameter). The proposal would also revoke the current PM10 NAAQS except in areas with a population of 100,000 or 
more with monitors violating the current standard. In a separate but related action, the EPA proposed to amend its national ambient air quality 
monitoiing requirements, including those for particulate matter that would include a design for a PM10-2.5 monitoring network iiecessary to 
establish attainment of the proposed new NAAQS. The EPA must issue final standards by September 27, 2006. These actions could require 
further reductions in NOx emissions from various emission sources in and near nonattainment areas, including reductions from pipeline 
Transmission and Storage Operations. The effects of the recent EPA actions on Transmission and Storage Operations cannot be determilied at 
this time. 

Columbia Transmission discovered and notified the State of West Virginia of compliance issues associated with turbine operations at two of its 
facilities. Columbia Transmission is currently negotiating with the West Virginia Department of Environriiental Protection to resolve these 
issues. 
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Electric Operations. 

Air. On January 17, 2006, the EPA published in the Federal Register a proposed revision to the particulate matter NAAQS that would increase 
the stringency of the current fine particulate (PM2.5) standard and add a new standard for inhalable coarse particulate (particulate matter 
between 10 and 2.5 niicrons in diameter). The proposal would also revoke the current PMlO NAAQS except in areas with a population of 
100,000 or more with monitors violating the current standard. In a separate but related action, the EPA proposed to amend its national ambient 
air quality monitoring requirements, including those for particulate matter that would include a design for a PM 10-2.5 monitoring network 
necessary to establish attainment of the proposed new NAAQS. The EPA must issue final standards by September 27, 2006. Northern Indiana 
will continue to closely monitor developments in this area that could impact the emission control requirements for coal-fired boilers including 
Northern Indiana’s electric generating stations. 

On March 10, 2005, the EPA issued the CAIR final regulations. The rule establishes phased reductions of NOx and SO2 from 28 Eastern 
States, including Indiana electric utilities, by establishing an annual emissions cap for NOx and SO2 and an additional cap on NOx emissions 
during the ozone control season. On March 15, 2006, the EPA signed three related iulemakings providing final regulatory decisions on 
implementing the CAIR. The EPA, in one of the rulings, denied several petitions for reconsideration of various aspects of the CAIR, including 
requests by Northern Indiana to reconsider SO2 and NOx allocations. The main nilemaking established federal implementation plans, or FIPs, 
for power plants to ensure that the emissions reductions required by the CAIR are achieved on schedule and provide criteria, whereby SIPs that 
meet a majority of the federal requirements or abbreviated SIPs could be approved if submitted by the states within six months of the 
September 2006 deadline. As an affected state, Indiana initiated state rule making in June 2005, for creating rules detailing how it will 
iniplement the federal iule and meet the emission caps. Indiana structured the draft rule to meet the EPA abbreviated CAIR SIP requirements 
and should therefore be eligible for a six-month extension of the submittal deadline. Accordingly, Indiana anticipates that the state CAIR iule 
will be finalized by March of 2007. Northern Indiana will continue to closely monitor developments in this area and cannot accurately estimate 
the timing or cost of emission controls at this time. 

Water. The Great L,akes Water Quality Initiative program is expected to add new water quality standards for facilities that discharge into the 
Great L,akes watershed, including Northern Indiana’s three electric generating stations located on Lake Michigan. The State of Indiana has 
promulgated its regulations for this water discharge permit program and has received final EPA approval. All issues in subsequent litigation 
related to the EPA’s actions have been resolved with the exception of the EPA’s disapproval of the IDEM method for testing whole effluent 
toxicity. The water discharge permit for Michigan City Generating Station has been issued and became effective on April 1, 2006. Engineering 
studies have begun to determine specific compliance costs for this facility. The permit for the Bailly Generating Station is expected to be 
finalized within the next calendar quarter. Pending issuance of this permit, the cost of complying with these requirements cannot be predicted at 
this time. 
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14. Accumulated Other Comprehensive Loss 

The following table displays the components of Accumulated Other Comprehensive Loss, which is included in “Common stock equity,” on the 
Consolidated Balance Sheets. 

NISOURCE INC. 

December 3 I .  March 31. 
~ 

Other comprehensive income (loss), before taxes: 
IJnrealized gains (losses) on securities 

Unrealized gains on cash flow hedges 

Minimum pension liability adjustment 

Tax (expense) or benefit on unrealized gains (losses) on securities 

Tax (expense) on unrealized gains on cash flow hedges 

$ (0.2) $ 0.3 
(0.1) (0.3) 

148.6 228.5 
(48.9) (77.8) 

(260.1) (260.1) 
Tax benefit on minimum pension liability adjustment 103.8 103.8 

$ (56.9) $ (5.6) Total Accumulated Other Comprehensive Loss, net of taxes . - - ~  
15. Business Segment Information 

Operating segments are components of an enterprise for which separate financial information is available that is evaluated regularly by the 
chief operating decision maker in deciding how to allocate resources and in assessing performance. 

NiSource’s operations are divided into four primary business segments. The Gas Distribution Operations segment provides natural gas service 
and transportation for residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, Kentucky, Maryland, Indiana, 
Massachusetts, Maine and New Hampshire. The Gas Transmission and Storage Operations segment offers gas transportation and storage 
services for L,DCs, marketers and industrial and commercia1 customers located in northeastern, mid-Atlantic, midwestem and southern states 
and the District of Columbia. The Electric Operations segment provides electric service in 21 counties in the northern part of Indiana. The 
Other Operations segment primarily includes gas and power marketing, and ventures focused on distributed power generation technologies, 
including cogeneration faciIities, fuel cells and storage systems. 

The following table provides infoilnation about business segments. NiSource uses operating income as its primary measurement for each of the 
reported segments and makes decisions on finance, dividends and taxes at the corporate level on a consolidated basis, Segment revenues 
include intersegment sales to affiliated subsidiaries, which are eliminated in consolidation. Affiliated sales are recognized on the basis of 
prevailing market, regulated prices or at levels provided for under contractual agreements. Operating income is derived from revenues and 
expenses directly associated with each segment. 
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Three Months Ended March31, (in niiNions) 2006 2005 
REVENUES 
Gas Distribution Operations 
LJnaffiliated 2,180.3 2,018.1 

Total 2,184.7 2,O 17.3 
Gas Transmission and Storage Operations 
Unaffiliated 158.5 158.2 

Total 23 1.6 229.7 
Electric Operations 
Unaffiliated 306.5 28 1.8 
Intersegment 0.4 0.9 
Total 306.9 282.7 
Other Operations 
Unaffiliated 327.7 224.5 
Inter segment 14.0 5.0 
Total 341.7 229.5 

Consolidated Revenues $2,972.8 $2,683.3 

Operating Income (Loss) 
Gas Distribution Operations 206.0 274.9 
Gas Transmission and Storage Operations 110.3 109.5 
Electric Operations 68.1 65.4 

Corporate (6.7) (6.9) 

Intersegment - 4.4 (0.8) 

Intersegment 73.1 71.5 

Adjustments and eliminations (92.1) (75.9) 

Other Operations (9.2) (5.2) 

Consolidated Operating Income $ 368.5 $ 437.7 

16. Subsequent Event 

On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative prefened stock, having a total redemption value of 
$8 1.6 million. 
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Note regarditzg fonvnrllooking statements 

The Management’s Discussion and Analysis, including statements regarding market risk sensitive instruments, contains “forward-looking 
statements,” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 
1934, as amended. Investors and prospective investors should understand that many factors govern whether any forward-looking statement 
contained herein will be or can be realized. Any one of those factors could cause actual results to differ materially from those projected. These 
forward-looking statements include, but are not limited to, statements concerning NiSource’s plans, objectives, expected performance, 
expenditures and recovery of expenditures through rates, stated on either a consolidated or segment basis, and any and all underlying 
assumptions and other statements that are other than statements of historical fact. From time to time, NiSource may publish or otherwise make 
available foiward-looking statements of this nature. All such subsequent forward-looking statements, whether written or oral and whether made 
by or on behalf of NiSource, are also expressly qualified by these cautionary statements. All forward-looking statements are based on 
assumptions that management believes to be reasonable; however, there can be no assurance that actual results will not differ materially. 

Realization of NiSource’s objectives and expected performance is subject to a wide range of risks and can be adversely affected by, among 
other things, weather, fluctuations in supply and demand for energy conmodities, growth opportunities for NiSource’s businesses, increased 
competition in deregulated energy markets, the success of regulatory and commercial initiatives, dealings with third parties over whom 
NiSource has no control, the effectiveness of NiSource’s outsourcing initiative, actual operating experience of NiSource’s assets, the regulatory 
process, regulatory and legislative changes, changes in general economic, capital and commodity market conditions, and counterparty credit 
risk, many of which risks are beyond the control of NiSource. In addition, the relative contributions to profitability by each segment, and the 
assumptions underlying the forward-looking statements relating thereto, may change over time. 

The following Management’s Discussion and Analysis should be read in conjunction with NiSource’s Annual Report on Forni 10-K for the 
fiscal year ended December 3 1,2005, 

CONSOLIDATED REVIEW 

Executive Summary 

NiSource generates vii-tually 100% of the company’s operating inconie through the sale, distribution, transportation and stoiage of natural gas 
and the generation, transmission and distribution of electricity, which are rate regulated. 

For the fiist quarter of 2006, income from continuing operations was $171.8 million, or $0.63 per share. This compares to income from 
continuing operations of $208.7 million, or $0.77 per share, for the year-ago period. The quarterly difference was due to lower net revenues due 
primarily to the mild winter weather and declines in residential usage by natural gas utility customers. Weather was 13% warmer than nornial 
and 1.5% warmer than a year ago. Weather reduced net revenues in NiSource’s Gas Distribution Operations business segment by approximately 
$46 million. Gas Distribution Operations net revenues were also reduced by approximately $1 1 million due to residential usage declines, which 
were slightly offset by approximately $2 inilliori as a result of an increase in the number of residential customers. Residential usage declines are 
likely to continue to adversely impact the operating results of Gas Distribution Operations. 

Excluding expenses that are recovered through regulatory trackers, and thereby increase both operating expenses and net revenues (see 
discussion below), operating expenses were up $16.0 million. This increase was due to $8.3 million of transition costs associated with the IBM 
agreement and $4.5 million of costs associated with scheduled maintenance at the Whiting Clean Energy facility. 

NiSource is recognizing interest expense savings due to the refinancing of $2.4 billion in long-term debt during 200.5. Interest expense was 
reduced by $8.2 million for the first quarter of 2006, conipared with the year-ago period. 

29 

http://ir.nisaurce.c~~i/EdgarDetail.cf~i?CompanyID=NI&CIK=ll1l7ll &FID=950137-06-5428&SID=O ... .3/30/2007 



NISOtmCE INC/DE (Form: IO-Q, Received: 05/05/2006 11 :40:52) Page 34 of 65 

Table of Contents 

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
(continued) 

NISOURCE INC. 

NiSource continues to focus on its four-point platform for long-tetm, sustainable growth. This plan is centered on its portfolio of low-risk, 
regulated assets: comniercial and regulatory initiatives; commercial growth and expansion of the gas transmission and storage business; 
financial management of the balance sheet; and expense management. Following are updates related to these initiatives, 

Conmiercial and Regulatory Initiatives 

Sales of Shorter-Terrrt Traizsportatiort and Storage Services. Seasonal price fluctuations in the national energy market created oppoi-tunities 
for customers to utilize existing shorter-temi transportation and storage tariff services provided by Columbia Transmission and Colunibia Gulf. 
A newly redeveloped, Houston-based commercial team has capitalized on these opportunities. Columbia Transmission entered into contracts 
that represent revenues in excess of $2.5 million of shorter-term business for 2006, $3.4 million of which was iecorded during the first quarter 
ended March 31, 2006. Columbia Gulfs  mainline throughput increased by 16.5% over 200.5 due to the increased utilization of these services. 

Regulatory Trackers. Coniparability of Gas Distribution Operations line item operating results was impacted by regulatory trackers that allow 
for the recoveiy in rates of certain costs such as bad debt expenses. The expenses that are recovered through these trackers increase both 
operating expenses and net revenues and have essentially no impact on total operating earnings results. Approximately $23.2 million of the 
increase in operation and maintenance expenses for the Gas Distribution Operations segment was a result of the effect of the regulatory trackers 
with a corresponding increase to net revenues reflecting recovery of certain costs. 

Bay State Rate Case. On April 27, 200.5, Bay State filed for a rate increase of $22.2 million, or 4.7%, with the Massachusetts DTE. On 
November 30, 200.5, Bay State received approval from the Massachusetts DTE to increase its rates by $1 1 . I  million. The Massachusetts DTE 
also approved Bay State's request for a perfoimance based rate plan but denied the request for cost recovery of a steel infrastwcture 
ieplaceinent program. 

Cowxci-iHGrowth and Expansion of the Gas Transmission and Storage Business 

Hardy Storage mid Milleizrziiinz Pipeline. Construction of the Hardy Storage project in West Virginia has begun and the project financing is 
expected to close in the second quarter of 2006. The redistribution of equity among partners in the Millennium Pipeline is now complete, with 
NiSource subsidiary Columbia Transmission holding a 47.5% equity stake. Subject to the receipt of regulatory approvals of all companion 
pipeline projects, the project has a targeted in-service date in the fourth quarter of 2007. 

FinaAcial M-agagement of the Balance Sheet 

Interest Expense Savings. Interest expense, net was $9.5.8 million for the quarter, a decrease of $8.2 million compared to the first quarter 2005. 
This decrease was due to the refinancing of $2.4 billion in long-term debt at lower rates during 200.5, partially offset by higher short-term 
interest rates. 

Expense Manavement 

Operating Experzses. Operating expenses for the first quarter 2006 were $612.6 million, an increase of $37.3 million from the 200.5 period. 
Excluding expenses that are recovered through regulatory trackers that increase both operating expenses and net revenues, operating expenses 
were up $16.0 million. This increase was primarily due to $8.3 million of transition costs associated with the IBM agreement and $4.5 million 
of costs associated with scheduled maintenance at the Whiting Clean Energy facility. 

With the majority of the NiSource property and casualty insurance renewing on July 1, 2006, indications are that NiSource will see an increase 
in premiums related to insurance for Offshore arid Onshore facilities located in or near the Gulf of Mexico. In addition to increased piemiums, 
deductibles and retentions along with added restrictions to coverage and limitations in capacity, for its property insurance program and to a 
lesser extent for the casualty insurance program are anticipated. Such increases and restrictions in coverage are being driven by the overall poor 
underwriting experience of the insurance industry over the past few years, resulting from the unprecedented losses 
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sustained over the last few years from hurricanes such as Ivan, Katrina and Rita. This drives the need for underwriters to seek higher premiums 
and further restrict coverage. 

2006 OulloQk 

NiSource currently expects income for continuing operations for 2006 to be between $1.33 to $1.43 basic earnings per share. This expectation 
takes in account the weather impact of 9 cents per share that occurred during the first quarter 2006. 

Results of Operations 
Quarter Ended March 31,2006 

Net Income 

NiSource reported net income of $172.9 million, or $0.63 per share, for the three months ended March 3 1, 2006, compared to net income of 
$206.3 million, or $0.76 per share, for the first quarter 2005. Operating income was $368.5 million, a decrease of $69.2 million from the same 
period in 2005. All per share amounts are basic earnings per share. Basic average shares of common stock outstanding at March 3 1, 2006 weie 
272.3 million compared to 270.3 million at March 31, 2005. 

Net Revenues 

Total consolidated net revenues (gross revenues less cost of sales) for the three months ended March 3 1, 2006, were $98 1.1 million, a 
$3 1.9 million decrease from the same period last year. Excluding the impact of $2 1.3 million of trackers discussed above, net revenues 
decreased by $53.2 million. The quarterly difference was due to lower Gas Distribution Operations net revenues due primarily to the mild 
winter weather and declines in residential usage partially offset by net revenue increases within Gas Transmission and Storage Operations and 
Electric Operations. Weather negatively impacted net revenues of Gas Distribution Operations by approximately $46 million. Gas Distribution 
Operations net revenues were also reduced by approximately $1 1 million due to residential usage declines, which were slightly offset by 
approximately $2 million as a result of an increase in the number of residential customers. Electric Operations net revenue increases of $2.9 
were primarily a result of increased environmental cost recovery trackers, a reduction in customer credits, and an increase in industrial usage 
and the number of residential and commercial customers. Gas Transmission and Storage Operations net revenue increases of $2.0 million from 
the same period in 2005 were due to increased sales of shorter-term transportation and storage services described above. 

Expenses 

Operating expenses for the first quarter 2006 were $612.6 million, an increase of $37.3 million from the 2005 period. Excluding expenses that 
are recovered through regulatory trackers that increase both operating expenses and net revenues (see discussion above), operating expenses 
were up $16.0 million, This increase was primarily due to $8.3 million of transition costs associated with the IBM agreement and $4.5 million 
of costs associated with scheduled maintenance at the Whiting Clean Energy facility. 

Other Insome (Deductions) 

Interest expense, net was $9.5.8 million for the quarter, a decrease of $8.2 million compared to the first quarter 2005. This decrease was due to 
the refinancing of $2.4 billion in long-term debt at lower rates during 2005, partially offset by higher short-term interest rates. Other, net was a 
loss of $3.4 million far the current quarter compared to loss of $0.5 million for the comparable 2005 period due to increased costs associated 
with factoring of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances resulted in 
the higher expenses. 

Income Taxes 

Income tax for the first quarter of 2006 was $96.5 million, a decrease of $26.9 million compared to the first quarter of 2005 due primarily to 
lower pretax income and a lower effective tax rate. The effective tax rate for the quarter ended March 31, 2006 was 36.0% compared to 37.2% 
foi the comparable period last year. The lower effective tax rate is due to a reduction of $5.3 million in deferred state income tax liabilities 
resulting from revised estimates of 
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consolidated state income tax apportionment factors, offset by $1.4 million of additional tax expense for recapture of income tax credits 
associated with disposition of NiSource’s investment in a low income housing partnership. 

Liquidity and Capital Resources 

Generally, cash flow from operations has provided sufficient liquidity to meet operating requirements. A significant portion of NiSource’s 
operations, most notably in the gas distribution, gas transportation and electric businesses, is subject to seasonal fluctuations in cash flow. 
During the heating season, which is primarily from November through March, cash receipts from gas sales and transportation services typically 
exceed cash requirements. During the summer months, cash on hand, together with the seasonal increase in cash flows from the electric 
business during the summer cooling season and external short-term and long-term financing, is used to purchase gas to place in storage for 
heating season deliveries, perform necessary maintenance of facilities, make capital improvements in plant and expand service into new areas. 
The recent increase in the price of natural gas has resulted in an increase in working capital requirements to fund the cost of gas placed in 
storage, the cost of gas flowing directly to our customers and the related increase in accounts receivable. While the $1.2.5 billion revolving line 
of credit is prqjected to adequately meet these needs, on November 30,200.5, NiSource Finance entered into a new $300 million nine-month 
revolving credit agreement to further improve its available liquidity. 

OEeLating_Activities 

Net cash fioni operating activities for the three months ended March 31, 2006 was $726.3 million, a decrease of $269.1 million from the three 
months ended March 3 1, 2005. This decrease was primarily due to the impact in 2006 of reducing relatively high accounts payable balances 
partially offset by the collection of under-recovered gas cost. High gas cost in December 2005 resulted in unusually large balances in accounts 
payable and under-recovered gas cost. Much milder weather in the first quarter of 2006 compared to the first quarter of 200.5 resulted in less 
inventory being withdrawn and converted to cash in 2006. A federal tax refund in the first quarter of 200.5 compared to a tax payment in the 
first quaiter of 2006 and the timing of interest payments also decreased net cash from operating activities period over period. 

In-vgsvng Activities 

Capital expenditures of $121 “6 million in the first three months of 2006 were $17.5 million higher than the comparable 200.5 period. The 
spending for the first three months primarily reflected on-going system improvements and upgrades to maintain service and reliability. Capital 
spending is expected to increase in 2006 compared to last year, mainly for increased integrity-management improvements in the pipeline 
segment and expenditures to replace key components within electric generation in addition to new business projects. The program is expected 
to be funded primarily via cash from operations. 

Finajcjng. Activities 

On July 29, 2003, NiSource filed a shelf registration statement with the SEC to periodically sell up to $2.5 billion in debt securities, common 
and preferred stock, and other securities. The registration statement became effective on August 7, 2003, which when combined with 
NiSource’s pre-existing shelf capacity, provided an aggregate $2.8 billion of total issuance capacity. As of March 3 1, 2006, NiSource’s shelf 
capacity was $850 million. 

Ctinzttlntive Preferred Stock. On April 14, 2006, Northern Indiana redeemed all of its outstanding cumulative preferred stock, having a total 
redemption value of $8 1.6 million. 

Credit Fncilities. On November 30, 2005, NiSource Finance entered into a new $300 million 9-month revolving credit agreement with 
Dresdner Kleinwort Wasserstein L.L,C. The new facility will further improve NiSource’s available liquidity in the current environment of 
volatile natural gas prices. During March 2005, NiSource Finance obtained a new $1.25 billion five-year revolving credit facility with a 
syndicate of banks led by Barclays Capital. The new facility replaced an expiring $500 million 364-day credit facility, as well as a $750 million 
three-year credit facility that would have expired in March 2007. 

NiSource Finance is currently considering an amendment to the Barclays credit facility, which would increase the aggregate commitment level 
to $1 ..5 billion and reduce its borrowing costs under the facility. 
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NiSource Finance had outstanding credit facility advances of $379.2 million at March 31, 2006, at a weighted average interest rate of S.01%, 
and advances of $898.0 million at December 3 1, 2005, at a weighted average interest rate of 4.95%. As of March 3 1, 2006 and December 3 1, 
2005, NiSource Finance had $96.0 million and $101.6 million of stand-by letters of credit outstanding, respectively. At March 3 1, 2006, 
$67.9 million of tlie $96.0 million total outstanding letters of credit resided within a separate bi-lateral letter of credit arrangement with 
Barclays Bank that NiSource Finance obtained during February 2004. Of tlie remaining $28.1 inillion of stand-by letters of credit outstanding 
at March 3 1, 2006, $24.7 million resided under NiSource Finance’s five-year credit facility and $3.4 million resided under an uncommitted 
arrangement with another financial institution. As of March 31, 2006, $1,146.1 million of credit was available under both credit facilities. 

Sale of Trade Accounts Receivables. On May 14,2004, Columbia of Ohio entered into an agreement to sell, without recourse, substantially all 
of its trade receivables, as they originate, to CORC, a wholly owned subsidiary of Columbia of Ohio. CORC, in turn, is party to an agreement, 
also dated May 14, 2004, in which it sells an undivided percentage ownership interest in the accounts receivable to a commercial paper conduit. 
The conduit can purchase up to $300 million of accounts receivable under the agreement. The agreement has a scheduled expiration date of 
May 12, 2006, and can be renewed if mutually agreed to by both parties. As of March 3 1,2006, $285 million of accounts receivable had been 
sold by CORC. 

Under tlie agreement, Colunibia of Ohio acts as administrative agent, by performing record keeping and cash collection functions for the 
accounts receivable sold by CORC. Columbia of Ohio receives a fee, which provides adequate compensation, for such services. 

On December 30,2003, Northern Indiana entered into an agreement to sell, without recourse, all of its trade receivables, as they originate, to 
NRC, a wholly-owned subsidiaiy of Northern Indiana. NRC, in turn, is party to an agreement in which it sells an undivided percentage 
ownership interest in the accounts receivable to a commercial paper conduit. The conduit can purchase up to $200 inillion of accounts 
receivable under the agreement. NRC’s agreement with the commercial paper conduit has a scheduled expiration date of December 22, 2006, 
and can be renewed if mutually agreed to by both parties. As of March 3 1,2006, NRC had sold $200 million of accounts receivable. Under the 
arrangement, Northern Indiana may not sell any new receivables if Northein Indiana’s debt rating falls below BBB- or Baa3 at Standard and 
Poor’s and Moody’s, respectively. 

[Jnder the agreement, Northern Indiana acts as administrative agent, performing record keeping and cash collection functions for the accounts 
receivable sold. Northern Indiana receives a fee, which provides adequate compensation, for such services. 

Market Risk Disclosures 

Through its various business activities, NiSource is exposed to both non-trading and trading risks. The non-trading risks to which NiSouice is 
exposed include interest rate risk, commodity market risk and credit risk of its subsidiaries. The iisk resulting from trading activities consists 
primarily of commodity market and credit risks. NiSource’s risk management policy peimits the use of certain financial instruments to manage 
its maiket risk, including futures, forwards, options and swaps. 

Various analytical techniques are employed to measure and monitor NiSource’s market and credit risks, including VaR. VaR 1 epresents the 
potential loss 01 gain for an instrument or portfolio from changes in market factors, for a specified time period and at a specified confidence 
level. 

Non-Trading Risks 

Coinmodity price risk resulting from non-trading activities at NiSource’s rate-regulated subsidiaries is limited, since regulations allow recovery 
of prudently incurred purchased power, fuel and gas costs through the rate-making process. If states should explore additional iegulatory 
refoim, these subsidiaries may begin providing services without the benefit of the traditional rate-making process and may be more exposed to 
conunodity price risk. 
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NiSource is exposed to interest rate risk as a result of changes in interest rates on borrowings under revolving credit agreements, variable rate 
pollution control bonds and floating rate notes, which have interest rates that are indexed to short-term market interest rates. NiSource is also 
exposed to interest rate risk due to changes in interest rates on fixed-to-variable interest rate swaps that hedge the fair value of long-term debt. 
Based upon average borrowings and debt obligations subject to fluctuations in short-term market interest rates during the first quarter of 2006, 
an increase in short-term interest rates of 100 basis points (1%) would have increased interest expense by $6.1 million for the three months 
ended March 3 1,2006. 

Due to the nature of the industry, credit risk is a factor in niany of NiSource's business activities. Credit risk arises because of the possibility 
that a customer, supplier or counterparty will not be able or willing to hlfill its obligations on a transaction on or before the settlement date. 
For derivative contracts such as interest rate swaps, credit risk arises when counterparties are obligated to pay NiSource the positive fair value 
or receivable resulting from the execution of contract terms. Exposure to credit risk is measured in terms of both current and potential exposure. 
Current credit exposure is generally measured by the notional or principal value of financial instruments and direct credit substitutes, such as 
commitments, stand-by letters of credit and guarantees. Because many of NiSource's exposures vary with changes in market prices, NiSource 
also estimates the potential credit exposure over the remaining term of transactions through statistical analysis of market prices. In determining 
exposure, NiSource considers collateral that it holds to reduce individual counterparty credit risk. 

Tradinp Risks 

The transactions associated with NiSource's power trading operations give rise to various risks, including market risks resulting from the 
potential loss from adverse changes in the market prices of electricity. The power trading operations market and trade over-the-counter 
contracts for the purchase and sale of electricity. Those contracts within the power trading portfolio that require settlement by physical delivery 
are often net settled in accordance with industry standards. As of March 31,2006, all power trading contracts were settled. TPC may enter into 
power derivative contracts in the fiiture to manage price risk associated with operating Whiting Clean Energy. 

Fair value represents the amount at which willing parties would transact an arms-length transaction. Fair value is determined by applying a 
cuiient price to the associated contract volume for a commodity. The current price is derived from one of three sources including actively 
quoted markets such as the NYMEX, other external sources including electronic exchanges and over-the-counter broker-dealer markets, as well 
as financial models such as the Black-Scholes option pricing model. 

Market Risk Measurement 

Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, volatilities, correlations or othei market 
factors, such as liquidity, will result in losses for a specified position or portfolio. NiSource calculates a one-day VaR at a 9.5% confidence level 
for the power trading group and the gas marketiiig group that utilize a variance/covariance methodology. Based on the results of the VaR 
analysis, the daily market exposure for power trading on an average, high and low basis was zero, during the first quarter of 2006. The daily 
market exposure for the gas marketing and trading portfolios on an average, high and low basis was $0.6 million, $0.9 million and $0.2 million 
during the first quarter of 2006, respectively. Prospectively, management has set the VaR limit at $OS million for gas marlceting. Exceeding 
this limit would result in management actions to reduce portfolio risk. The VaR limit for power trading was $2.5 million, however, this limit 
was reduced to zero in the third quarter of 2005 with the settlement of all power trading contracts. Should TF'C enter into power derivative 
contracts in the future to manage price risk associated with Whiting Clean Energy, those contracts would be limited to the physical generation 
capacity of Whiting Clean Energy. 

Refer to Note 9, "Risk Management and Energy Trading Activities," in the Notes to Consolidated Financial Statements for further discussion 
of NiSouice's risk management. 

Off Balance Sheet Arrangements 

NiSource has issued guarantees that support up to approximately $1 .0 billion of commodity-related payments for its current subsidiaries 
involved in energy marketing and power trading and to satisfy requirements under forward gas 
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sales agreements of current and former subsidiaries. These guarantees were provided to counterparties in order to facilitate physical and 
financial transactions involving natural gas and electricity. To the extent liabilities exist under the commodity-related contracts subject to these 
guarantees, such liabilities are included in the Consolidated Balance Sheets. 

NiSource has purchase and sales agreement guarantees totaling $85.0 million, which guarantee perforniance of the seller’s covenants, 
agreements, obligations, liabilities, representations and warranties under the agreements. No amounts related to the purchase and sales 
agreement guarantees are reflected in the Consolidated Balance Sheets. Management believes that the likelihood NiSource would be required 
to perform or otheiwise incur any significant losses associated with any of the aforementioned guarantees is remote. 

NiSource has other guarantees, operating leases, and lines and letters of credit outstanding. Refer to Note 9, “Risk Management and Energy 
Trading Activities,” and Note 13-A, “Guarantees and Indemnities,” in the Notes to Consolidated Financial Statements for additional 
information about NiSource’s off balance sheet arrangements. 

Other Information 

Recently Adopted Accounting Pronouncements 

SFAS No. 123 (revised 2004) - Share-Based Payment. Effective January 1,2006, NiSource adopted SFAS No. 123R using the modified 
prospective transition method. SFAS No. 123R requires measurement of compensation cost for all stock-based awards at fair value on the date 
of grant and recognition of compensation over the service period for awards expected to vest. In accordance with the modified prospective 
transition method, NiSource’s consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123R. Prior to the adoption of SFAS No. 123R, NiSource applied the intrinsic value method of APB No. 25 for awards 
granted under its stock-based compensation plans and complied with the disclosure requirements of SFAS No. 123. There were no 
modifications to awards as a result of the adoption of SFAS 123R. 

NiSource does not anticipate ongoing operating results to be materially impacted by the adoption of SFAS No. 123R. NiSoiuce recognized a 
cumulative effect of change in accounting principle of $0.4 million, net of income taxes, which reflects the net cuinulative impact of estimating 
future forfeitures in the determination of period expense, rather than recording forfeitures when they occur as previously permitted. NiSource 
anticipates that other than the requirement for expensing stock options, the current share-based awards will continue to be accounted for 
substantially as they are currently. For 2006, NiSource’s Board has determined that it would not provide incumbent executives additional 
grants of options, restricted or contingent shares. As of March 31, 2006, the total remaining unrecognized compensation cost related to non- 
vested awards amounted to $8.2 million, which will be anlortized over the weighted-average remaining requisite service period of 2.8 years. 

SFAS No. 154 - Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154 to provide guidance on the 
accounting for and reporting of accounting changes and error corrections, which is effective for accounting changes and corrections of errors 
niade in fiscal years beginning after December 15, 2005. SFAS No. 154 establishes, unless impracticable, retrospective application as the 
required method for reporting a change in accounting principle in the absence of explicit transition requirements specific to the newly adopted 
accounting principle, and for the reporting of an error correction. Effective January 1, 2006, NiSource adopted SFAS No. 154. There were no 
impacts to NiSource’s consolidated financial statements as a result of the adoption of SFAS No. 154. 

FASB Interpretation No. 47 - Accounting for Conditional Asset Retirement Obligations. In March 200.5, the FASB issued FIN 47 to 
clarify the accounting for conditional asset retirement obligations and to provide additional guidance for when an entity would have sufficient 
information to reasonably estimate the fair value of an asset retirement obligation, as used in SFAS No. 143. This interpretation is effective for 
fiscal years ending after December 1.5, 2005. NiSource has adopted FIN 47 in the fourth quarter 2005. Refer to Note 12, “Asset Retirement 
Obligations,” in the Notes to Consolidated Financial Statements for additional information. 
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Rece~tJy Issued Accounting Pronouncements 

Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. On March 3 1, 2006, the FASB issued an Exposure 
Draft, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,” an amendment of SFAS No. 87, 88, 106, and 
132R. This proposed Statement seeks to improve existing reporting for defined benefit postretirement plans by requiring these employer 
business entities to do the following; a) recognize in its statement of financial position the overfunded or underfunded status of a defined 
benefit postretirement plan measured as the difference between the fair value of the plan assets and tlie benefit obligation, b) recognize as a 
component of other coniprehensive income, net of tax, the actuarial gains and losses and the prior service costs and credits that were not 
recognized as components of net periodic benefit cost pursuant to prior rules, c) recognize to the opening balance of retained eailnings any 
transition asset or obligation remaining from the initial application of SFAS No. 87 or 106, d) measure defined benefit plan assets and defined 
benefit plan obligations as of the date of the employer’s statement of financial position, and e) disclose additional information in the notes to 
financial statements about certain affects on net periodic benefit cost in the upcoming fiscal year. Based on tlie measurement of the various 
defined benefit pension and other postretirement plans’ assets and benefit obligations at December 3 1, 200.5, the impact of the proposed 
Statement, should it have been in effect at December 3 1, 200.5, would have reduced Total Other Assets by approximately $69 million, 
increased Total Other Liabilities and Deferred Credits by approximately $171 million and decreased Total comnion stock equity by 
approximately $240 million. The proposed rules will not have an impact on tlie Statenieiit of Consolidated Income at adoption and all impacts 
are non-cash. The release of a final interpretation is scheduled for September of 2006, with an effective date for fiscal years ending after 
December 15,2006. 

RESTILTS AND DISCUSSION OF SEGMENT OPERATIONS 

Presentation of Segnienj Infoi.mLtign 

NiSource’s operations are divided into four primary business segments; Gas Distribution Operations, Gas Transmission and Storage 
Operations, Electric Operations, and Other Operations. 
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Gas Distribution Operations 

2005 

Sales Revenues $ 2,019.1 $ 1,840.5 
Less: Cost of gas sold 1,624.2 1,419.2 
Net Sales Revenues 394.9 42 1.3 
Ti ansportation Revenues , 165.6 176.8 

560.5 598.1 

Operation and maintenance 228.5 198.7 

68.7 68.7 
Total Operating Expenses 354.5 323.2 
Operating Income $ 206.0 $ 274.9 

-- Tlii ee Months Ended March 3 1 ,  (in rnilliorzs) 2006 
Net Revenues 

- 
Net Revenues -- 
Operating Expenses 

Depreciation and amortization 57.3 55.8 
Other taxes -- 

Revenues ($ in Millions) 
Residential 1,409.0 1,261.7 

Industrial 81.3 74.6 
Transportation 165.6 176.8 

Other (61.0) 21.7 
Total 2,184.7 2,017.3 

Commercial 494.5 43 1.3 

Off System Sales 95.3 5 I .2 

Sales and Transportation (MMDth) 
Residential sales 91.5 109.1 

Industrial sales 6.6 7.8 
Transportation 152.4 174.7 
Off System Sales 10.8 7.1 
Otliei 0.3 0.4 

Total 294.9 338.6 

Commercial sales 33.3 39.5 

Heating Degree Days 
Normal Heating Degree Days 
% Colder (Warmer) than Normal 

Customers 
Residential 
Commercial 
Industrial 
Transportation 

2,273 2,673 
2,625 2,627 

(13%) 2 Yo 

2,448,796 2,382,114 
213,199 21 5,7 19 

698,951 749,83 1 
5,193 5,740 

Other- 59 61 
Total 3,366,198 3,353,465 

NiSource’s natural gas distribution operations serve approximately 3.4 million customers in nine states: Ohio, Indiana, Pennsylvania, 
Massachusetts, Virginia, Kentucky, Maryland, New Hampshire and Maine. The regulated subsidiaries offer both traditional bundled services as 
well as transportation only for customers that purchase gas from alternative suppliers. The operating results reflect the temperature-sensitive 
nature of customer demand with 
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Gas Distribution Operations (continued) 

over 71% of annual iesidential and commercial throughput affected by seasonality. As a result, segment operating income IS higher in the fnst 
and fourth quaiters reflecting the heating demand during the winter season. 

NISOURCE INC. 

Restlu__ctuxing 

Payments made for all restructuring initiatives within Gas Distribution Operations amounted to $0.9 million for the first quarter of 2006 and the 
restructuring liability remaining at March 31, 2006 was $8.1 million. Refer to Note 6, “Restructuring Activities,” in the Notes to Consolidated 
Financial Statements for additional information regarding restructuring initiatives for the Gas Distribution Operations segment. 

ReguldsxxMaBsG 
Gas Distribution Operations continues to offer CHOICE ‘opportunities, where customers can choose to purchase gas from a third party 
supplier, tluough regulatory initiatives in all of its jurisdictions. As of March 2006, approximately 693 thousand of Gas Distribution 
Operations’ residential, small commercial and industrial customers were using an alternate supplier. 

On December 17, 2003, the PUCO approved an application by Columbia of Ohio and other Ohio LDCs to establish a tracking mechanism that 
will provide for recovery of current bad debt expense and for the recovery over a five-year period of previously deferred uncollected accounts 
receivable. Columbia of Ohio commenced recovery of the deferred uncollectible accounts receivables and establishment of future bad debt 
recoveiy requirements in November 2004. On Julie 1, 2005, the PTJCO approved Columbia of Ohio’s application to decrease its Uncollectible 
Expense Rider rate. This application was based on projected annual bad debt recovery requirements of $26.3 million for the twelve months 
ended March 3 1, 2006, reflecting a reduction of $1 1.4 million of uncollected accounts receivable pending future recovery. As of March 3 1, 
2006, Columbia of Ohio has $38.9 million of uncollected accounts receivable pending future recovery. 

On November 21,2005, Columbia of Ohio filed an application with the PTJCO, requesting authority to increase its PIP rider rate from 
$.082l/Mcf to $.6449/Mcf. This filing provided for the recovery of Columbia of Ohio’s deferred PIP balance over a twelve-month period plus 
the expected level of arrears during the succeeding twelve-month period. On December 23, 2005, Columbia of Ohio supplemented its 
application, and as an alternative offered to extend the recovery period for its deferred balance over 36 months, with carrying costs, This filing 
provided, in the alternative, for the implementation of a revised PIP rate of $.4004/Mcf. Columbia of Ohio’s Supplement to its Application 
indicated that the PIP rate contained in its November 21,2005 application would be billed absent express PUCO approval of the alternative 
within the 45-day review process. The PUCO took no action within the forty-five day period, and on January 9, 2006, Columbia of Ohio filed 
revised tariffs to reflect the new $.6449/Mcf PIP rider rate, effective with February 2006 bills. On February 1, 2006, the PUCO issued an Entry 
in which it indicated that it had approved Columbia of Ohio’s application (as supplemented) on the 46th day after the filing (January 6, 2006). 
On February 28, 2006, Columbia of Ohio filed revised tariffs, reflecting the lower PIP rider rate of $.4004 /Mcf and an extension of the 
recovery period for its deferred balance over 36 months, with carrying costs, to be effective with bills rendered on and after March 2, 2006. On 
February 6,2006, the Office of the Consumers’ Counsel filed an application for rehearing. By Entry on Rehearing dated March 7, 2006, the 
PTJCO denied the application for rehearing. On April 6,2006, the Office of Consumers’ Counsel and other consumer groups filed a second 
application for rehearing. Columbia of Ohio filed a memorandum contra on April 17,2006. 

On November 2,2005, Columbia of Virginia filed an Application with the VSCC for approval of a performance based rate-making 
methodology (“PBR Plan”), which would freeze non-gas cost rates at their current levels for five years beginning January 1, 2006. The VSCC 
issued a Prelirniriary Order on November 9, 200.5 that docketed the PBR Plan and simultaneously initiated an investigation (“Investigation”) 
into the ,justness arid reasonableness of Columbia of Virginia’s current rates, charges and terms and conditions of service. The Preliminary 
Order initially required Columbia of Virginia to file the schedules typically required for a general rate case application on or before February 3, 
2006. By Order dated January 4,2006, the VSCC granted a Columbia of Virginia Motion to extend the filing of schedules in the Investigation 
until May 1, 2006. 

In accordance with the IURC’s 1999 Order that permits Northern Indiana to utilize a flexible GCA mechanism to recover its pipeline demand 
costs annually and changes in commodity gas costs monthly, Northern Indiana filed 
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NISOURCE INC. 
Gas Distribution Operations (continued) 

GCA7, covering the period November 1,2005 through October 3 1, 2006 on August 29,2005. The IURC approved the rates on an interim basis 
subject to refund on November 22,2005. A final order approving this filing is expected in the second quarter of 2006. 

On July 13, 2005, Northein Indiana and other parties filed a joint Stipulation and Settlement Agreement with the IURC resolving all ternis of a 
new gas A W  program. The IURC approved the Settlement on January 31,2006. The new A W  is effective May 1,2006 through April 30, 
2010. The new A W  continues key products and services including Northern Indiana’s Choice program for customers. The ARP also continues 
the GCIM and adds a new incentive mechanism that shares savings of reduced transportation costs between the company and customers. 
Northern Indiana and the settling parties also agreed to a moratorium on base rates with the ability to address certain defined issues during the 
term. of this agreement. 

Environmental Matters 

Currently, various enviionmental matters impact the Gas Distribution Operations segment. As of March 31, 2006, a reserve has been recorded 
to cover probable environmental response actions. Refer to Note 13-C, “Environmental Matters,” in the Notes to Consolidated Financial 
Statements for additional infomation regarding environmental matters for Gas Distribution Operations. 

Weather 

In general, NiSource calculates the weather related revenue variance based on changing customer demand driven by weather variance from 
normal heating degree-days. Normal is evaluated using heating degree days across the NiSource distribution region. While the temperature 
base for measuring heating degree-days (i.e. the estimated average daily temperature at which heating load begins) varies slightly across the 
legion, the NiSource composite measurement is based on 62 degrees. 

Weather in the Gas Distribution Operation’s territories for the first quarter of 2006 was 15% wanner than the comparable quarter in 2005, and 
13% wai-mei than normal overall. 

Throuahput 
Total volumes sold and transported of 294.9 MMDth for the first quarter of 2006, decreased 43.7 MMDth from the same period last year. This 
decrease in volume was experienced across residential, commercial, and industrial markets and was attributable mainly to the milder weather 
and decreased residential customer usage compared to the same period last year. Decreases in coinmercial and indush ial customers also 
contributed to this decrease in gas volume. 

NGt_EEV!2WGs 

Net revenues for the three months ended March 31,2006 were $560.5 million, a decrease of $37.6 million from the same period in 2005 due 
primarily to the impact of warmer weather amounting to approximately $46 million for the quarter and approximately $1 1 million due to 
residential usage declines. This decrease in net revenues was partially offset by an increase in revenues recognized for regulatory trackers of 
$23.2 million, which are offset in operating expenses, and approximately $2 million as a result of an increase in the number of residential 
customers. 

Operating J-mxnx 
For the first quarter of 2006, Gas Distribution Operations reported operating income of $206.0 million, a decrease of $68.9 million from the 
same period in 2005. The decrease in operating income was mainly attributable to warmer weather and reduced residential customer usage 
described above as well as $6.1 million of transition costs and new system development costs associated with the IBM agreement. The 
$23.2 million increase in revenues from regulatory trackers was offset by $23 ”2 million of increased tracker related operation and maintenance 
expenses. 

39 

littp://ir.nisource.cor~dgarDetail.cfm?CompanyID=NI&CI~=llll7 1 1&FID=950 137-06-5428&SID=O ... 3/30/2007 



NISOTJRCE INC/DE (Foim: IO-Q, Received: 05/05/2006 11 :40:52) Page 44 of 65 

Table of Contents 

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION ANDRESULTS OF OPERATIO-NS 
(continued) 

Gas Transmission and Storage Operations 

T h e e  Months Ended March3 I ,  (in niillions) 
Operating Revenues 

NISOURCE INC. 

2006 2005 

Transportation revenues $ 184.2 $ 178.4 
Storage revenues 44.4 45.2 
Other revenues 3.0 6.1 

Total Operating Revenues 231.6 229.7 
5.5 

226.2 224.2 Net Revenues 
Operating Expenses 

-- 

- 

~ _ _ _  Less: Cost of gas sold 5.4 
__.I 

Operation and maintenance 72.3 71.4 
Depreciation and amortization 28.7 28. I 
Other taxes 14.9 15.2 

115.9 114.7 
Operating Income $ -110.3 $ 109.5 
Total Operating Expenses -_ 

Throughput (MMnth) 
Columbia Transmission 

Market Area 
Columbia Gulf 

Mainline 
Short-haul 

Columbia Pipeline Deep Water 
Crossroads Gas Pipeline 

328.5 395.6 

161.6 138.7 
16.6 18.2 
2.9 3 f.5 

11.0 12.0 
Granite State Pipeiine 11.6 13.9 
Intrasegment eliminations - (156.3) (138.6) 

375.9 443.3 Total _I 

NiSource’s Gas Transmission and Storage Operations segment consists of the operations of Columbia Transmission, Columbia Gulf, Columbia 
Deep Water, Crossroads Pipeline and Granite State Gas. In total NiSource owns a pipeline network of approximately 16 thousand miles 
extending from offshore in the Gulf of Mexico to New York and the eastern seaboard. The pipeline network serves customers in nineteen 
northeastern, mid-Atlantic, midwestern and southern states, as well as the District of Columbia. In addition, the NiSource Gas Transniission 
and Storage Operations segment operates one of the nation’s largest underground natural gas storage systems. 

RetnsQring 
Payments made for all restructuring initiatives within Gas Transmission and Storage Operations amounted to $0.6 million for the first quarter 
of 2006 and the restructuring liability remaining at March 31, 2006 was $2.8 million. Refer to Note 6, “Restructuring Activities,” in the Notes 
to Consolidated Financial Statements for additional information regarding restructuring initiatives for the Gas Transmission and Storage 
Operations segment. 

Regulatory Matters 

On June 30, 2005, the FERC issued the “Order On Accounting for Pipeline Assessment Costs.” This guidance was issued by the FERC to 
address consistent application across the indusby for accounting of the DOT’s Integrity Management Rule. The effective date of the guidance 
is January 1, 2006 after which all assessment costs will be recorded as operating expenses. Importantly, the rule specifically provides that 
amounts capitalized in periods prior to January 1, 2006 will be permitted to remain as recorded. It is anticipated that operating expenses will 
increase appioxiniately $7 - $12 million in future years related to this guidance and the expenditures NiSource expects to incur to comply 
with the DOT’s Integrity Management Rule. 
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Environmental Matters 

Currently, various environmental matters impact the Gas Transmission and Storage Operations segment. As of March 31,2006, a reserve has 
been recorded to cover probable environmental response actions. Refer to Note 1 3-Cy “Enviroimental Matters,” in the Notes to Consolidated 
Financial Statements for additional information regarding environmental matters for Gas Transmission and Storage Operations. 

Propos-e_d_n/lillennium Pipeline Project 

Millennium has proposed a pipeline project, in which Columbia Transmission is participating arid will serve as operator, which will provide 
access to a number of supply and storage basins and the Dawn, Ontario trading hub. The project is currently being marketed in two phases. 
Phase 1 of the project is to begin at a proposed interconnect with Empire, an existing pipeline that originates at the Canadian bordei, and 
extends easterly towards Syracuse, New York. Empire would construct a lateral pipeline southward to connect with Millennium near Coming, 
New York. Millennium would extend eastward to an interconnect with Algonquin Gas Transmission at Ramapo, New York. As currently 
planned, Phase 2 would cross the Hudson River, linking to the New York City metropolitan market. 

The FERC issued an order in September 2002 in which it granted final certificate authority for the original Millennium project, but specified 
that Millennium could not begin Construction until certain environmental and other conditions were met. One such condition, impacting what is 
now being marketed as Phase 2 of the project, was compliance with the Coastal Zone Management Act, which is administered by the NYDOS. 
NYDOS detemiined that the Hudson River crossing plan was not consistent with the Coastal Zone Management Act. Millennium’s appeal of 
that decision to the ‘linited States Department of Commerce was denied. Millennium filed an appeal of the United States Department of 
Conmierce ruling relating to the project’s Hudson River crossing plan in the United States Federal District Court on February 13, 2004. On 
March 3 1, the United States Federal District Court denied Millennium’s appeal. 

On August 1, 2005, Millennium submitted a certificate amendment filing to the FERC. This amended filing requests authorization from the 
FERC to construct the prqject in phases, details construction and development plans for Phase 1 of the project, and includes executed precedent 
agreements for service on Phase 1 of the project. Millennium recently completed renegotiations of the precedent agreements with its anchor 
shippers. The reconfigured Millennium project relies on completion of some or all of several other related pipeline projects proposed by 
Empire, Algonquin, Iroquois, and Islander East collectively referred to as the “Companion Pipelines.” The timing of receipt of the necessaiy 
regulatory approvals for Millennium and its Companion Pipelines may impact the targeted in-service date during the fourth quarter of 2007 and 
may even affect the viability of Phase 1 Provided the necessary approvals are received in a timely manner, Millennium plans to begin 
construction in Spring 2007. 

In March 2006, Columbia Atlantic Trading, a NiSource subsidiaiy, sold its 2 1 .O% interest in the Millennium partnership to KeySpan 
Millennium (owned by Keyspan Corp.) and DTE Millennium (owned by DTE Energy Co.) through an equity redistribution and a re-writing of 
the partnership agreements. The Millennium partnership is now currently made up of the following companies: Columbia Transmission 
(47.5%), DTE Millennium (26.2.5%), KeySpan Millennium (26.25%). Columbia Transmission will be the operator. 

Hallcly_Stmage Pmject 
In November 2004, Columbia Transmission and a subsidiary of Piedmont reached an agreement to jointly develop a major new underground 
natural gas storage field to help meet increased market demand for natural gas in the eastern United States. 

Columbia Transmission and Piedmont have formed Hardy Storage, to develop a natural gas storage field from a depleted natural gas 
production field in West Virginia. Columbia Transmission and Piedmont each have a 50% equity interest in the project, and Columbia 
Transmission will serve as operator of the facilities. 

An open season for Hardy Storage conducted in early 2004 resulted in full subscription of the project’s storage capacity under long-term. firm 
contracts. The field, which will have the capacity to store approximately 12 Bcf of natural gas, is planned to begin service in November 2007, 
and will ultimately be able to deliver 176 MMDth per day of firm storage service on behalf of the four customers subscribing to capacity in 
Hardy Storage. These 
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customers have also signed long-term firm agreements with Columbia Transmission for transportation capacity to deliver gas from Hardy 
Storage to their markets. Columbia Transmission will expand its natural gas transmission system to create this capacity. 

Both Hardy Storage and Columbia Transniission filed the necessary applications for the projects with the FERC on April 25, 2005, and 
received a favorable order on November 1, 2005. Construction began in the first quarter of 2006. Service from both projects is expected to be 
available in 2007. 

Other GrowthErojects 

Columbia Transmission recently held open seasons for three additional projects, two Eastern Market expansion projects, and an Appalachian 
pipeline expansion in Kentucky and West Virginia. Columbia Gulf recently held an open season to expand the East Lateral System. Market 
interest for all projects is encouraging. Columbia Transmission has signed precedent agreements with four East Coast customers for oiie of the 
Eastern Market expansions. Customer negotiations are ongoing for the remaining projects. 

Sales of Shorter-Term Transportation and Storape Services 

Seasonal price fluctuations in the national energy market created opportunities for customers to utilize existing shorter-term transportation and 
storage tariff services provided by Columbia Transmission and Columbia Gulf. A newly redeveloped, Houston-based commercial team has 
capitalized on these opportunities. Columbia Transmission entered into contracts that represent revenues in excess of $25 million of shoiter- 
term business for 2006, $3.4 million of which was recorded during the first quarter ended March 31, 2006. Columbia Gulfs  mainline 
throughput increased by 16.5% over 2005 due to the increased utilization of these services. 

Thrcsghp-u!: 

Throughput for the Gas Transmission and Storage Operations segment totaled 375.9 MMDth for the first quarter 2006, compared to 443.3 
MMDth for the same period in 2005. The deciease of 67.4 MMDth is due to warmer weather and to a lesser extent lower offshore natural gas 
production due to the 200.5 Gulf of Mexico hurricanes which impacted the first quarter of 2006. Columbia Gulf mainline throughput increased 
to 161.6 MMDth for the first quarter of 2006 compared to 138.7 MMDth for the same period in 2005 due to increased utilization of the shorter- 
teim hansportation and storage services described above. 

N e t R e v z e s  

Net revenues were $226.2 million for the first quarter 2006, an increase of $2.0 million from the same period in 2005, primarily due to 
increased sales of shorter-term hanspoitation and storage services described above. 

Operating Income 

Operating income was $1 10.3 million for the first quarter 2006 compared to $109.5 million in the fiist quarter 2005. Operating income 
increased as a result of the change in net revenues described above, partially offset by slightly higher operating expenses of $1.2 million. 
Operation and maintenance expenses increased slightly as a result of higher employee and administrative expense of $1 .S million due primarily 
to transition costs associated with the IBM agreement. 
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I-oi the Thi ee Months Ended March 3 1, (117 nitlltoris) 2006 2005 
Net Revenues 

Sales revenues $ 306.9 $ 282.7 
Less: Cost of sales 117.3 96.0 

186.7 Net Revenues 189.6 ,__ 

Operating Expenses 
Operation and niaintenance 60.5 61.1 

Other taxes 14.9 14.7 
Total Operating Expenses 121.5 121.3 
Operating Income $ 68.1 $ 65.4 

Depreciation and amortization 46.1 45.5 

Revenues ($ in millions) 
Residential 80.9 73.4 
Conmercial 82.4 73.2 

Wholesale 5.5 7.5 
Industrial 125.5 112.4 

Other 12.6 16.2 
282.7 - 306.9 Total -- 

Sales (Gigawatt Hours) 
Residential 
Conmercial 
Industrial 
Wholesale 

761.1 767.0 
894.0 894.2 

2,437.4 2,328.3 
152.1 161.2 

Other 28.6 32.6 
Total 4,273.2 4,183.3 

Electric Customers 
Residential 395,653 392,527 
Commercial 51,313 50,485 
Indush ial 2,521 2,53 1 
Wholesale 8 28 
Other 762 766 

Total 450,257 446J 3 7 

NiSource generates and distributes electricity, through its subsidiary Northern Indiana, to approximately 450 thousand custoiners in 2 1 counties 
in the noithein part of Indiana. The operating results reflect the temperature-sensitive nature of customer demand with annual sales affected by 
temperatures in the northern part of Indiana. As a result, segment operating income is generally higher in the second and third quarters, 
reflecting cooling deniaiid during the summer season. 

M3rket Conditions 

The regulatory frameworks applicable to Electric Operations continue to be affected by fbndamental changes that will impact Electric 
Operations’ structure arid profitability. Notwithstanding those changes, competition within the industry will create opportunities to compete foi 
new customers and revenues. Management has taken steps to improve operating efficiencies in this changing environment. 
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The U.S. Steel Industry continues to adjust to changing market conditions including international competition, increased energy costs, and 
fluctuating demand for their products. The industry has responded with plant consolidation and rationalization to reduce costs and improve 
their position in the market place. Increased use of advanced technology by 1J.S. steel producers has lowered production costs and increased 
productivity, reducing the labor differential between international producers and those in the United States. 

Steel demand for 2006 is anticipated to remain at current levels for the first half of the year. It is estimated that international pressure may 
reduce the price per ton for rolled steel by as much as 20% by June 2006. This anticipated price reduction may cause inventories to increase 
once again and repeat the price/production cycle seen in 2004 and 2005. Electric sales to the steel industry in 2005 were down 3.2% as 
compared to 2004. 

In 2005, Northern Indiana coal deliveries from the PRB area were limited to 80 - 85% of contracted amounts as a result of maintenance 
problems on track owned jointly by the Union Pacific Railroad Company and Burlington Northern Santa Fe Railway Company. Northern 
Indiana met the expected electricity demand through the end of 2005 by changing the fuel blend, which reduced its need for PRB coal. 
Northein Indiana has been blending this fuel for a number of years. In the second quarter of 2006, track maintenance will resume until 
completion, but at this time it is unknown if coal deliveries will be impacted. 

Rcgi&tay .MSers  

During 2002, Northern Indiana settled certain regulatory matters related to an electric rate review. On September 23, 2002, the I‘IJRC issued an 
order adopting most aspects of the settlement. The order approving the settlement provides that electric Customers of Northern Indiana will 
receive bill credits of approximately $55.1 rnillion each year, for a cumulative total of $225 million, for the minimum 49-month period, 
beginning on July 1,2002. The order provides a rate moratorium through July 31,2006. The order also provides that 60% of any future 
earnings beyond a specified earnings level will be retained by Northern Indiana. The revenue credit is calculated based on electric usage and 
therefore in times of high usage the credit may be more than the $55.1 million target. Credits amounting to $10.7 million and $14.4 million 
were recognized for electric customers for the first quarter of 2006 and 2005, respectively. 

As part of Northem Indiana’s use of the MISO’s transmission service, Day 1, Northein Indiana incurs transmission charges, based upon the 
FERC-approved tariff, as well as administrative fees, which relate to the MISO’s management and operations of the transmission system. Day 
1 transmission charges are recovered through the FAC process. During 2004, an rURC order denied recovery or deferral of Day 1 
administrative fees during Northein Indiana’s rate moratorium. Day 2 charges consist of fuel-related and non-fuel-related categories. On 
June 1, 2005, the IURC issued an order authorizing Northern Indiana to recover fuel-related Day 2 costs. The order denied recovery or deferral 
of non-fuel Day 2 costs during Northern Indiana’s rate moratorium, which expires July 3 1, 2006. The June 200.5 order was unclear as to the 
categorization of certain types of MIS0 charges as to whether they were fuel or non-fuel. These particular charges, which amounted to 
$8.7 million in 2005, and $1.6 million for the first three months of 2006, were included as recoverable in Northern Indiana’s FAC-68, FAC-69 
and FAC-70 filings, but, pending a clarifying order from the IURC, Northern Indiana has provided a reseive for the full amount. On 
February 17,2006, a settlement agreement was filed in cause 42962 providing for recovery through the FAC process of these charges, subject 
to an agreed upon standard of reasonableness for the charges. The settling parties are Northern Indiana, Indianapolis Power & Light, Vectren 
Energy Deliveiy of Indiana, Inc. and the OUCC. The IURC approved Northern Indiana’s FAC-69 and FAC-70 filings, in Januaiy 2006 and 
April 2006, respectively, but noted in both orders that this particular category of charges was approved “subject to refund” and subject to final 
orders. On May 4, 2006, the IURC issued an order, ruling that these charges were to be classified as fuel charges and were therefore 
recoverable though the FAC mechanism, beginning with charges incurred on December 9, 2005. The Day 2 non-fuel category includes costs 
recorded as non-recoverable in net revenues, which amounted to $0.5 million for the first three months of 2006. These costs began in 
April 2005 and totaled $5.4 million for the year 2005. Day 1 and Day 2 administrative fees, which were recorded as non-recoverable operating 
expenses, totaled $1.2 million for the first quarter of 2006 and were $5.1 million for the year 2005. Northern Indiana is authorized to begin the 
deferral of all non-fuel and administrative MIS0 charges incurred after July 3 1, 2006 for consideration in a future rate proceeding. As part of 
the established settlement process with market participants, MIS0 uses “resettlement” statements to make adjustments related to prior 
operating periods. Amounts related to these adjustments cannot be anticipated or estimated in advance. Northern Indiana records these amounts 
when billed. 
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Electric Operations (continued) 

In Januaiy 2002, Northern Indiana indefinitely shut down its Mitchell Station. In Februaiy 2004, the City of Gary announced an interest in 
acquiring the land on which the Mitchell Station is located for economic development, including a proposal to increase the length of the 
runways at the Gaiy International Airport. On May 7, 2004, the City of Gary filed a petition with the IURC seeking to have the IURC establish 
a value for the Mitchell Station and establish the terms and conditions under which the City of Gary would acquire the Mitchell Station. On 
January 18, 2006, the IURC issued a final order dismissing, without prejudice, this cause and the related settlement agreement finding that the 
agreement entered into between the City of Gary and Northern Indiana lacks essential terms necessary for it to be a valid and enforceable 
contract under Indiana law. Northern Indiana is evaluating the appropriate course of action for the Mitchell facility in light of the City of Gary's 
need for that property and the substantial costs associated with restarting the facility. 

On May 25, 2004, Northern Indiana filed a petition for approval of a Purchased Power and Transmission Tracker Mechanism to recover the 
cost of purchased power to meet Northern Indiana's retail electric load requirements and charges imposed on Northern Indiana by MISO. A 
hearing in this matter was held in December 2004. Northern Indiana will withdraw this petition if the final order from the IlJRC in cause 42824 
approves recovery of intermediate dispatchable power costs incurred in August to December 2005 as described below. 

On April 11, 2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary ofNiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy's generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 2005, 
the IURC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
Northern Indiana through TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order is issued 
by the IURC, and authorized Northem Indiana recovery of fuel costs associated with interim purchases niade under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 21, 2005, Intervenor LaPorte County filed a Petition for Reconsideration of the interim order with 
the IURC. On August 31, 2005, the IURC denied L,aPoi-te County's Petition for Reconsideration. On September 29, 200.5, LaPorte County filed 
its Notice of Appeal of the IURC's Order of August 3 1, 2005 denying its Petition for Reconsideration. On March 9, 2006, LaPorte's appeal of 
the IURC's interim order was dismissed. Northern Indiana filed supplemental testimony on January 26, 2006 indicating that it no longer is 
seeking approval of the three-year arrangement. The testimony clarifies that Northern Indiana is seeking affirmation from the IURC that the 
intermediate dispatchable power purchases made between August 9, 200.5 and December 3 1, 2005 which were made pursuant to the July 1, 
2005 interim order were reasonable. The evidentiary hearing is scheduled for the second quarter of 2006 and a final order is expected in the 
third quarter of 2006. 

Northein Indiana, the OUCC and the Industrial Group, reached a settlement agreement on August 19,2005 for purposes of partially settling 
cause 42824 (described above). The O'IJCC and the Industrial Group agreed to support Northern Indiana's recovery of intermediate 
dispatchable power, through its FAC for the period August 9, 2005 through November 30, 2005. Additional settlement provisions include 
Northern Indiana's agreement to file an electric base rate case on or before July 1, 2008. 

Northern Indiana has been recovering the costs of electric power purchased for sale to its customers through the FAC. The FAC provides for 
costs to be collected if they are below a negotiated cap. If costs exceed this cap, Northern Indiana must demonstrate that the costs were 
prudently incull-ed to achieve approval for recovery. 

Northern Indiana filed FAC-68 on August 15, 2005. This filing included a projected amount of intermediate dispatchable power costs for 
October to December 2005, consistent with the Interim Order in 42824. The ILJRC approved this filing on October 26,2005. 

Northern Indiana filed FAC-69 on Noveinber 3, 2005. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for August and September 200.5. The filing also included recovery of certain MISO charges under consideration in cause 42962 as described 
above. The order approving the FAC-69 factor was issued January 11, 2006. The intermediate dispatchable power cost recovery is subject to 
refund based upon the outcome of cause 42824 (described above). 

NISO~JRCE INC. 
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Electric Operations (continued) 

Northern Indiana filed FAC-70 on February 6, 2006. This filing included a reconciliation of actual intermediate dispatchable power purchases 
for October, November and December 2005. The filing also included recovery of certain MISO charges under consideration in cause 42962 as 
described above. The order approving the FAC-70 factor was issued April 20,2006. The intermediate dispatchable power cost recovery is 
subject to refurid based upon the outcome of cause 42824 (described above). 

On November 26, 2002, Northern Indiana received approval for an ECT. Under the ECT, Northern Indiana is permitted to recover (1) AFUDC 
and a return on the capital investment expended by Northern Indiana to implement IDEM’S NOx State Implementation Plan through an ECRM 
and (2) related operation and maintenance and depreciation expenses once the environmental facilities become operational through an EERM. 
Under the IURC’s November 26, 2002 order, Northern Indiana is permitted to submit filings on a semi-annual basis for the ECRM and on an 
annual basis for the EERM. On December 21, 2005, the IURC approved Northern Indiana’s latest compliance plan with the estimate of 
$306 million. The ECRM revenues amounted to $6.9 million for the tlvee months ended March 3 1, 2006, and $58.6 million from inception to 
date, while EERM revenues were $2.3 million for the first quarter of 2006 and $1 1.1 million from inception to date. On February 3, 2006, 
Northern Indiana filed ECR-7 simultaneously with EER-3 for capital expenditures (net of accumulated depreciation for those components 
which have been placed in service) of $230.6 million and depreciation and operating expenses of $18.3 million through December 31,2005. 
On March 29, 2006, the RJRC approved Northern Indiana’s ECR-7 filing. 

On April 13, 2005, Northern Indiana received an order from the WRC in a complaint filed by Jupiter. The complaint asserted that Northern 
Indiana’s service quality was riot reasonably adequate. While concluding that Northein Indiana’s service was reasonably adequate, the IURC 
ruled that Northern Indiana must construct a backup line and pay Jupiter $2.5 million to install special fast switching equipment at tlie Jupiter 
plant. Further, Northem Indiana is precluded from recovering the $2.5 million in rates. Northern Indiana and Jupiter both have appealed the 
IIJRC’s order in this matter to the Indiana Court of Appeals. These appeals are currently pending. Northern Indiana remitted the payment of 
$2.5 million to Jupiter in July 2005, and is working with Jupiter to incorporate the IURC required backup line and the special fast switching 
equipment with growth plans announced by Jupiter. On December 21,2005, Jupiter filed with the Indiana Court of Appeals a verified motion 
for remand asking that the case be moved to the IURC for further proceedings. On March 1.5, 2006, the Court of Appeals denied Jupiter’s 
motion for remand. On March 30, 2006, Jupiter filed a second complaint with the IURC, in which Jupiter alleges service problems and seeks 
additional relief. No hearing dates have been set. 

NISOURCE INC. 

E w  iromnelital Matters 

Currently, various environmental matters impact the Electric Operations segment. As of March 3 1, 2006, a reserve has been recorded to cover 
probable environmental response actions. Refer to Note 13-C, “Environmental Matters,” in the Notes to Consolidated Financial Statements for 
additional information regarding environmental matters for the Electric Operations segment. 

S a  
Electric Operations sales quantities for the first quarter of 2006 were 4,273.2 gwh, an increase of 89.9 gwh compared to the 2005 period, as a 
result of increased industrial usage. 

Net Revenues 

In the first quarter of 2006, electric net revenues of $189.6 million increased by $2.9 million from the Comparable 2005 period. This 
improvement was primarily a result of increased environmental cost recovery trackers of $2.5, a reduction in customer credits, and an increase 
in industrial usage and the number of residential and commercial customers mentioned above. 

Operating Income 

Operating income for the first quarter of 2006 was $68.1 million, an increase of $2.7 million from the same period in 2005. The increase was 
primarily due to the changes in net revenue mentioned above. While operating expenses were relatively flat as compared to the 2005 period, 
increases in unrecoverable MISO costs of $0.5 million and increased maintenance expenditures were offset by reduced employee and 
administrative expense. 
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Other Operations 

Three Months Ended March 3 1 ,  (111 nirlliorts) 
Net Revenues 

NISOURCF INC. 

2006 2005 - 
Products and seivices revenue $ 341.7 $ 2295 

336.1 224.1 
5.6 5.4 

Less: Cost of products purchased - - 
Net Revenues I - I_ 

Operating Expenses 
Operation and maintenance 
Depreciation and amortization 
Gain on sale of assets 

12.4 6.4 
3.0 2.9 

(2.7) (0.5) 

14.8 10.6 Total Operating Expenses -. 
Operating Loss $ (9.2) $ (5.2) 

The Other Opeiations segment participates in energy-related services including gas marketing, power trading and ventures focused on 
distributed power generation technologies, fuel cells and storage systems. PEI operates the Whiting Clean Energy project, which is a 525 mw 
cogeneration facility that uses natural gas to produce electricity for sale in the wholesale markets and also provides steam for industrial use. 
Additionally, the Other Operations segment is involved in real estate and other businesses. 

Lake- E1-ie Laad. CO_rll~~~Y_, .la.: 
In March 2005, Lake Erie L,and, wholly owned by NiSource, recognized a pre-tax impairment charge of $2.9 million related to the Sand Creek 
Golf Club property and began accounting for the operations of the golf club as discontinued operations. The assets of the Saiid Creek Golf 
Club, valued at $1 1.9 million at March 3 1, 2006, are reported as assets of discontinued operations. An additional $5.6 million of assets, 
representing an estimate of land to be sold during the next twelve-months, are reflected as assets held for sale. 

PEI.HoMhgs, Inc. 
Whiting Clean Energy. PEI’s Whiting Clean Energy project at BP’s Whiting, Indiana refinery was placed in service in 2002. Initially, the 
facility was not able to deliver steam to BP to the extent originally contemplated without plant modifications. Whiting Clean Energy reached an 
agreement in October 2004 with the engineering, procurement and construction contractor, under which the contractor paid for a portion of the 
necessary plant modifications and other expenses. Whiting Clean Energy is also pursuing recovery from the insurance provider for construction 
delays and necessary plant modifications and repairs. 

For the first three months of 2006, the PEI holding companies’ consolidated afier-tax loss was approximately $10.2 million. The profitability of 
the Whiting Clean Energy project in future periods will be dependent on, among other things, prevailing prices in the energy markets and 
regional load dispatch patterns. Also impacting the profitability of Whiting Clean Energy is the stearn requirements for BP’s oil refinery. 
During the first quarter of 2005, Whiting Clean Energy completed renegotiation of the tei-ms of its agreement with BP’s oil refinery in Whiting, 
Indiana. Under the revised agreement, Whiting Clean Energy will continue to meet BP’s need for steam, while reducing the power plant’s 
required run time for the next three years. 

In the first quarter of 2005, Northern Indiana selected TPC from bidders responding to a Request for Proposals issued in October 2004 to 
provide, pending regulatory approval, 230 mw of intermediate dispatchable power, utilizing the generation facilities of Whiting Clean Energy. 
The FERC accepted a tariff covering the sale of such intermediate dispatchable power. 

On April 1 1,2005, Whiting Clean Energy, TPC and Northern Indiana, each a subsidiary ofNiSource, filed their petition (cause 42824) with the 
IURC for approval of a three-year arrangement pursuant to which Whiting Clean Energy would sell to TPC electric power generated at 
Whiting Clean Energy’s generating facility in Whiting, Indiana which power would then be sold by TPC to Northern Indiana. On July 1, 2005, 
the ItJRC issued an interim order approving the sales of the necessary capacity and energy produced by the Whiting Clean Energy facility to 
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NISOURCE INC. 
Other Operations (continued) 

Noithem Indiana through TPC under the Power Sales Tariff on an interim basis until December 3 1, 2005, or until a subsequent order IS issued 
by the IURC, and authorized Northern Indiana recovery of fuel costs associated with interim purchases made under the Power Sales Tariff as 
part of its normal FAC proceedings. On July 21, 2005, Intervenor L,aPorte County filed a Petition for Reconsideration of the interim order with 
the IURC. On August 31,2005, the IIJRC denied LaPorte County's Petition for Reconsideration. On September 29, 2005, LaPorte County filed 
its Notice of Appeal of the IURC's Order of August 3 1, 2005 denying its Petition for Reconsideration. Northern Indiana filed supplemental 
testimony on January 26, 2006 indicating that it no longer is seeking approval of the three-year arrangement. The testimony clarifies that 
Northem Indiana is seeking affinnation from the IURC that the intermediate dispatchable power purchases made between August 9, 2005 and 
December 3 1,2005 which were made pursuant to the July 1,2005 interim order were reasonable, The evidentiary hearing and final order are 
expected in the second quarter of 2006. 

Net Revenues 

Net revenues of $ 5  6 million for the fiist quarter of 2006 increased by $0.2 million from the first quarter of 2005, as a iesult of increased gas 
mailceting revenues of $1.1 million. 

Operating-Less 

Other Operations reported an operating loss of $9.2 million for the first quarter of 2006, versus an operating loss of $5.2 million foi the 
comparable 2005 period. The increase in the operating loss resulted primarily from increased scheduled maintenance for Whiting Clean Energy 
of $4.5 million. 
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NISOURCE INC. 

For a discussion regarding quantitative and qualitative disclosures about market risk see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations - Market Risk Disclosures.” 

ITEM 4. CONTROLS AND PROCEDURES 

Evaluation of Disclosuie Controls and Procecdujes 

NiSource’s chief executive officer and its principal financial officer, after evaluating the effectiveness of NiSouice’s disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-IS(e) and lSd-lS(e)), have concluded based on the evaluation required by paragraph (b) of 
Exchange Act Rules 13a-15 and 1Sd-15 that, as of the end of the period covered by this report, NiSource’s disclosure controls and procedures 
were adequate and effective. 

Changes in Internal Controls 

Theie was no change in NiSource’s internal control over financial reporting during the fiscal quarter coveied by this report that has materially 
affected, or is reasonably likely to materially affect, NiSource’s internal control over financial reporting. 
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ITEM 1. LEGAL PROCEEDINGS 

NISOURCE, INC. 

1. United States of America ex rel. Jack J. Grynberg v. Columbia Gas Transmission Corporation, et al., U.S. District Court, E.D. 
Louisiana 

The plaintiff filed a complaint in 1997, under the False Claims Act, on behalf of the United States of America, against approximately 
seventy pipelines, including Columbia Gulf and Columbia Transmission. The plaintiff claimed that the defendants had submitted false 
royalty reports to the government (or caused others to do so) by mis-measuring the volume and heating content of natural gas produced 
on Federal land and Indian lands. The Plaintiffs original complaint was dismissed without prejudice for misjoinder of parties and for 
failing to plead fraud with specificity. The plaintiff then filed over sixty-five new False Claims Act complaints against over 330 
defendants in numerous Federal courts. One of those complaints was filed in the Federal District Court for the Eastern District of 
L.ouisiana against Columbia and thirteen affiliated entities (collectively, the “Columbia defendants”). 

Plaintiffs second complaint, filed in 1997, repeats the mis-measurement claims previously made and adds valuation claims alleging that 
the defendants have undervalued natural gas for royalty purposes in various ways, including sales to affiliated entities at artificially low 
prices. Most of the Grynberg cases were transferred to Federal court in Wyoming in 1999. 

The defendants, including the Columbia defendants, have filed motions to dismiss for lack of subject matter jurisdiction in this case. Oral 
argument on the motions to dismiss was held on March 17 and 18, 2005 before a Special Master. On May 13, 2005, the Special Master 
issued his report and recommendations and recommended dismissal of the action against the Columbia defendants. The decision of the 
Special Master has been briefed and argued by the parties and presented to the Federal District Court Judge for a final ruling, which is 
expected in the second quarter of 2006. 

ITEM 1A. RISK FACTORS 

No material changes from the risk factors disclosed in NiSource’s 2005 Foim 10-K filed on March 10, 2006. 

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

Company Purchases of Equity Securities 

The following table provides infomiation about purchases by the Company during the quarter ended March 31, 2006 of equity securities 
registered by the Company pursuant to Section 12 of the Exchange Act. 

Issuer Purchases of Equity Securities 

Average Total Number of Shares Appioximate Dollai 
Piice Puichased as Pait  of Value of Shales that 

Total Nurnbei of Paid Per Publicly Announced May Yet Be Purchased 
Pel iod Shares Purchased (1)  Share (2) Plans oi Progianis Uiidei the Plans 
January 2006 280,306 $2 1.03 NIA NIA 

(1) Shares of Common Stock that are tendered by employees to the Company to satisfy the employees’ tax withholding obligations in 
connection with the vesting of awards of restricted stock, which are repurchased by the Company based on their fair market value on the 
vesting date. 
The calculation of the average price per share does not give effect to any fees, commissions or other costs associated with the repurchase 
of such shares. 

(2) 

ITEM 3. DEFAULTS UPON SENIOR SECURITIES 

None 

ITEM-4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None 

ITEM 5. OTHER -JNFO-M.ATION 
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(10.1) Amended and Restated NiSource Inc. Executive Severance Policy (incorporated by reference to Exhibit 10.1 to the NiSource Inc. 

(10.2) Amended and Restated NiSource Inc. Directors' Charitable Gift Program (incorporated by reference to Exhibit 10.1 to the NiSource 

(3 1 . 1 )  Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. ** 
( 3  1.2) Certification of Michael W. O'Donnell, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. ** 
(32.1) Certification of Robert C. Skaggs, Jr., Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished 

(32.2) Certification of Michael W. O'Donnell, Chief Financial Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Current Report on Form 8-K filed on January 3 1,2006). * 

Inc. Current Report on Form 8-K filed on January 3 1,2006). * 

herewith). ** 

(furnished herewith). * * 

* Management contract or compensatory plan or arrangement of NiSource Inc 
Exhibit filed herewith. 4: *< 

Pursuant to Item 60 1 (b)(4)(iii) of Regulation S-K, NiSource hereby agrees to furnish the SEC, upon request, any instrument defining the rights 
of holders of long-tenn debt of NiSource not filed as an exhibit herein. No such instrument authorizes long-term debt securities in excess of 
10% of the total assets of NiSource and its subsidiaries on a consolidated basis. 
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NISOURCE INC.  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed 011 its behalf by the 
undersigned thereunto duly authorized. 

NiSource Inc. 
(Registrant) 

-- 

Date: May 5, 2006 By: Is/ Jeffrey W,Grossrnan 
Jeffrey W. Grossman 

Vice President and Controller 
(Principal Accounting Officer 
and Duly Authorized Officer) 
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Exhibit 31.1 

I, Robert C. Skaggs, Jr., certify that: 

1. 

2. 

I have reviewed this Quarterly Report of NiSource Inc. on Form 10-Q for the quarter ended March 3 1,2006; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 
to make the statements made, in light of the circumstances under which such statements were made, not inisleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in  this report; 

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-l5(f) and lSd-lS(f)) for the registrant and have: 

a) 

3. 

4, 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made knowii 
to us by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

a) 

b) 

c) 

d) 

5. 

All significant deficiencies and material weaknesses in the design or operation of internal control over finaiicial reporting which 
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; 
and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

b) 

Date: May 5, 2006 By: /s/ Robert C. Skaggs, Jr. 
Robert C. Skaggs, Jr. 

Chief Executive Officer 
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Exhibit 31.2 

I, Michael W. O’Donnell, certify that: 

1. 

2. 

I have reviewed this Quarterly Report of NiSource Inc. on Forni 10-Q for the quarter ended March 3 1, 2006; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this repost; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-lS(e) and lSd-lS(e)) and internal control over financial repoi-ting (as defined in Exchange Act 
Rules 13a-lS(f) and lSd-lS(f)) for the registrant and have: 

a) 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this report is being prepai,ed; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s interrial control over financial reporting that occuued duiing the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

The registrant’s other certifying officer(s) and I have disclosed, based on ow most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

a) 

b) 

c) 

d) 

5. 

All significant deficiencies and material weaknesses in the design or operation of internal coritrol over financial reporting which 
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; 
and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal conh-ol over financial reporting. 

b) 

Date: May 5,2006 By : - /s/ Michael W. O’Donnell 
Michael W. O’Donnell 

Executive Vice President and Chief Financial Officer 
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Exhibit 32.1 

Certification Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002 

In connection with the Quarterly Report of NiSource Inc. (the “Company”) on Form 10-Q for the quarter ending March 3 1, 2006 as filed with 
the Securities and Exchange Commission on the date hereof (the “Report”), I, Robert C. Skaggs, Jr., Chief Executive Officer of the Company, 
certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1 )  

(2) 

The Repoit fiilly complies with the requirements of section 13(a) or lS(d) of the Securities Exchange Act of 1934; and 

The information contained in the Repoit fairly presents, in all material respects, the financial condition and result of operations of the 
Company. 

Is/ Robert C. Skaggs, Jr. 
Robert C. Skaggs, Jr. 

Chief Executive Officer 

Date. May 5, 2006 
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Exhibit 32.2 

Certification Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002 

In connection with tlie Quaiterly Report of NiSource Inc. (the “Company”) on Form 10-Q for the quarter eliding March 3 1, 2006 as filed with 
the Securities and Exchange Commission on the date hereof (the “Report”), I, Michael W. O’Donnell, Executive Vice President and Chief 
Fiiiaiicial Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report hl ly  complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, tlie financial condition and result of operations of tlie 
Company. 

/s/ Michael W. O’Doimell 
Michael W. O’Doimell 

Executive Vice President and Chief Financial Officer 

Date: May 5, 2006 
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United States 
Securities and Exchange Commission 

Washington, DC 20549 

FOI.UVI 8-K 
CURRENT REPORT 

PURSUANT TO SECTION 13 OR 1S(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): May 3,2006 

Comrnission file number 001 - 16 189 

NiSource Inc. 
(Exact Name of Registrant as Specified in its Charter) 

Delaware 35-2108964 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 
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Merrillville, Indiana 46410 

(Address of principal executive offices) (Zip Code) 

Registrant’s telephone number, including area code @2’7)647-595990 

Check the appropriate box below if the Foim 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant undei any of 
the following provisions. 

CI Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

CI Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

CI Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c)) 
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ITEM 2.02. RESULTS OF OPERATIONS AND FINANCIAL CONDITION 

On May 3, 2006, NiSource Inc. (the “Company”) reported its financial results for the fiscal quarter ended March 31, 2006. The Conipany’s 
press release, dated May 3, 2006, is attached as Exhibit 99.1 I 

ITEM 9.01 FINANCIAL STAT-EMENTS AND EXHIBITS 

(d) Exhibits 

Ex11 ib it 
Number Description 

99.1 Press Release, dated May 3, 2006, issued by NiSource Tnc. 

SIG.NATUES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 

Date: May 3, 2006 

(Registrant) 

By: /s/ Jeffrey W. Grossman 
Jeffrey W. Grossman 

Vice President and Controller 
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EXHIBIT INDEX 

Exhibit 
Number Description 

99.1 Press Release, dated May 3, 2006, issued by NiSource Inc. 
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EXHIBIT 99. I 

801 E. 86th Avenue 
Merrillville, IN 46410 

FOR IMMEDIATE @LEASE 
May 3,2006 

FOR ADDITIONAL INFORMATION 
Media 
Kris Falzone 
Vice President, Corporate Communications 

klfalzone@nisource.com 

Caiol Chuichill 
Director, Corporate Communications 

ccliurchill@nisource.com 

(219) 647-5581 

(888) 696-0481 

Investors 
Randy Hulen 
Director, Investor Relations 

Ighulen@&ource .coin 
(2 19) 647-5688 

Rae Kozlowslci 
Manager, Investor Relations 

ekozlowski@,nisource.conl 
(2 19) 647-6083 

NiSource reports first-quarter earnings and progress on growth strategy 
Conipany on track with 2006 brisiiiess plan 

MERRILLVILLE, Ind. - NiSource Inc. (NYSE: NI) today announced net operating earnings (non-GAAP) of $203.6 million, or 75 cents 
per share, for the three months ended March 3 1, 2006, compared with $202.4 million, or 75 cents per share, for the first quarter of 2005 (all 
per-share amounts are basic). Operating earnings were $4 16.1 million for the first t hee  months of 2006, compared with $427.7 million in 
2005. 

On a GAAP basis, taking into account the effect of recard-,setting warm winter weather conditions that were 15 percent warmer than a year 
ago, income from continuing operations for the first quarter of 2006 was $17 1.8 million, or 63 cents per share, compared with $208.7 million, 
01 77 cents per share, for the year-ago period. For a reconciliation of net operating earnings (nom-GAAP) to income from continuing operations 
(GAAP), see Schedule 1 of this news release. 

Net operating earnings, compared with the year-ago period, were positively affected by successful sales of shorter-term transportation and 
storage services in NiSource’s gas transmission and storage business; growth in the electric distribution business; and an $8.2 million decrease 
in interest expense for the quarter due to the refinancing of $2.4 billion in long-term debt at lower rates during 2005. 

These positive impacts were offset by a continuing decline in usage by natural gas utility customers. Also, as anticipated, losses at Whiting 
Clean Energy increased compared with the year-ago period due to planned maintenance. 

-more- 
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NiSource reports first-quarter earnings and progress on growth strategy 
Page 2 

“Despite significant external challenges, NiSource delivered solid first-quarter results that are on the mark with our 2006 net operatiiig earnings 
outlook. Additionally, we continued to make progress on every coniponent of our four-part growth plan,” said President and Chief Executive 
Officer Robert C. Skaggs, Jr. “Like every company in the North Aniericaii gas utility industry, we’ve had to deal with unprecedented weather 
and high gas prices that, among other dislocations, have continued to weaken residential customers’ usage of natural gas and make for a more 
challenging regulatory-political environment.” 

In meeting these challenges, Skaggs said, our continuing focus on NiSource’s core assets and capabilities was evident. These include: strong 
opportunities for marketing short-term services in the Gas Transmission and Storage business; capacity and supply optimization opporhinities 
in Gas Distribution Operations; robust marlcet interest for expansion capacity on NiSource’s extensive natural gas storage and transmission 
network; steady growth in NiSource’s electric business; and across-the-board continued cost control. 

“These fundamentals, plus our ongoing focus on all aspects of our four-point business plan, have NiSource on track to deliver net operating 
earnings for the full year consistent with the range of $1.45 to $1.55 per share that we piovided in late January, assuming no further material 
usage deterioration,” Skaggs stated. A reconciliation of non-GAAP earnings guidance to GAAP guidance is provided later in this release. 

Skaggs noted that NiSource’s balanced four-point plan centers on its portfolio of low-risk, regulated assets: commercial growth and expansion 
of the gas transmission and storage business; commercial and regulatory initiatives; management of the balance sheet; and expense 
management. 

Overview offirst-quarter operatittg earnings  it on-GAAP) perforinaiice by biisiiiess segitieiit 

Gas Distribution Operations 

Operating earnings for NiSource’s Gas Distribution Operations were down by $15 million, to $251.3 million for the first quarter of 2006. The 
reduction was due primarily to continued declines in residential customer usage. 

Skaggs noted that weather-normalized residential usage declined by 7 MMDth, or 5 percent, due in part to historically high gas prices. 

“These residential volume declines decreased operating earnings for the segment by approximately $1 1 nillion. Partly offsetting that reduction 
were increased revenues from residential customer additions of approximately $2 million,” Slcaggs said. “Although we continue to see 
residential customer growth in our gas distribution markets, we remain focused on customer usage, and we continue to work on all fionts to 
fashion appropriate mechanisms to better address usage and conservation.” 

During the first quarter, the Gas Distribution segment was able to capitalize on short-term market opportunities and used its extensive supply 
and storage portfolio to increase revenues. These revenues are shared with customers under various regulatory mechanisms. 

-more- 
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In addition, the segment reported the first full quarter of benefit from the new rates at Bay State Gas Conipany. 

Employees continue to hold the line on costs as well, Skaggs noted. Excluding expenses that are recovered through regulatory trackers, 
operation and maintenance expenses for the Gas Distribution segment were down slightly for the quarter compared with the year-ago period 

Gas Transmission and Storage Operations 

The Gas Transmission and Storage segment reported operating earnings of $1 1 1.7 million for the first quarter, an increase of $2.2 million over 
the year-ago period. The increase resulted from higher net revenues due to increased subscriptions for demand services and shorter-term 
transportation and storage optimization initiatives. A 16.5 percent year-over-year increase in mainline throughput on Columbia Gulf 
Transmissioii was directly related to the company’s optimization initiatives. 

“Our Houston-based coinmercial team has capitalized on near-term market opportunities to optimize the value of our extensive network of 
pipeline and storage assets,’’ Skaggs said. ‘&The earnings growth in this business is consistent with our expectations and should be sustainable 
going forward. Our commercial team has signed new agreements that we expect to result in more than $2.5 million in revenue for 2006, with 
about $3.4 million recorded during the first quarter, as coinpared to full-year 200.5 revenues of $4.1 million.” 

In addition, Skaggs said, this segment continues to make progress on significant asset expansion prqjects that are driven by both the market and 
producers. Most notably, construction of the Hardy Storage project in West Virginia began in the first quarter, and the first phase of the project 
is on target to be in service in the second quarter of 2007. 

“We have executed binding customer agreements for Columbia Gas Transmission’s Eastern Market Expansion, which, like Hardy Storage, is a 
combined storage and transportation project designed to meet core market growth in the Mid-Atlantic region,” Skaggs added. 

Skaggs also noted that this business segment is currently evaluating the very strong niarlcet response it has received to a number of recently 
completed open seasoiis on Columbia Gas Transmission and Columbia Gulf Transmission. 

Meanwhile, the Millennium Pipeline, as well as companion upstream and downstream projects, are proceeding with the regulatory approval 
process. As previously reported, Millennium is anchored by long-term agreements with Consolidated Edison and KeySpan. During the first 
quarter, the redistribution of equity among the Millennium partners was completed, with Columbia Gas Transmission now holding a 
47.5 percent equity stake. 

-more- 
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Electric Operations 

NiSource’s electric business reported operating earnings of $71.2 million for the quarter, compared with $66.6 million during the first quarter a 
year ago. Increases in net revenues from lower revenue credits, improved industrial usage, increased customer growth and trackers associated 
with ongoing expenses and capital investments, were partially offset by unrecoverable costs associated with the Midwest Independent System 
Operator (MISO). 

As previously reported, as of Aug. 1, 2006, Northein Indiana Public Service Company (NIPSCO) expects to defer MISO costs for future 
recovery. 

“The electric segment had a strong first quarter,” Skaggs said. “O&M expenses were down by about $2 million. In addition to revenue 
increases attributable to our environmental tracker, we continue to see steady growth in our electric residential market and a solid expansion of 
margins in our large industrial market. 

“We also continue to work with other MISO members to control cost levels and on cost recovery issues.” 

Other Operations 

The Other Operations segment reported an operating earnings loss of $1 1.7 million for the first quai-ter of 2006, compared with an operating 
earnings loss of $7.8 million for the year-ago period. 

The increased operating earnings loss primarily resulted from increased losses at Whiting Clean Energy, which were factored into the 
company’s 2006 operating earnings outlook. The increased losses at Whiting Clean Energy during the 2006 period resulted primarily from 
costs associated with scheduled maintenance. 

Biisiitess plait reniniiis OH track 

“Overall, our first-quarter performance was solid, and meeting our 2006 objectives clearly remains a priority,” Skaggs said. “We continue to 
partner with IBM to transform the way we operate our business process and support services through the outsourcing agreement we entered 
into last year; and we are realizing the expected savings in interest expense from the refinancing of our balance sheet completed during 200.5. 
These and other elements of our four-part business plan will keep us on track to building a platform for long-term, sustainable growth. Having 
said that, as noted in my recent annual letter to stockholders published in our Annual Report, we believe that NiSource is currently 
undervalued, we are committed to unlocking the long-term value of our assets, and we will report on the progress of our efforts in future 
comiunications, ” 

-more- 
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Defuiitioii of tiow-GAAP measures arid reconciliation of earnings guidance to GAAP 

NiSource focuses on net operating earnings and operating earnings, which are both non-GAAP measures, because management believes these 
measures better represent the fundamental earnings strength and perforniance of the company. NiSource uses these measures inteiiially for 
budgeting, for reporting to the board of directors, and for purposes of determining the payout under NiSource’s annual incentive compensation 
plan for its employees. 

Net operating earnings are a non-GAAP financial measure that NiSource defines as income from continuing operations determined in 
accordance with Generally Accepted Accounting Principles (GAAP) adjusted for certain items. Operating earnings are operating income 
determined in accordance with GAAP adjusted for certain items. Adjustments reflected in these measures are primarily weather, transition 
costs related to the outsourcing contract with IBM, gains and losses on the sale of assets, certain reserve adjustments and other items. See 
Schedule 1 and Schedule 2 of this news release for the reconciliations of net operating earnings and operating earnings, respectively, to GAAP. 

On a GAAP basis, NiSource’s current 2006 guidance for income for continuing operations is $1.33 to $1.43 basic earnings per share. The 
weather impact fi-om the first quarter of approximately 9 cents per share and transition costs associated with the outsourcing initiative with IBM 
of approximately 3 cents per share comprise the difference between guidance for net operating earnings (non-GAAP) and income from 
continuing operations. 

Coiifererice call to be held this nioriiiitg (May 3) 

NiSource will host an analyst conference call at 9:30 a.m. EDT on Wednesday, May 3, 2006, to further discuss the company’s first-quarter 
2006 results. All interested parties may hear the conference call live by logging on to the NiSource Web site at www.nisource.com.. 

-more- 
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First-Quarter 2006 Operatine Earnings - Segment Results (non-GAAP) 
NiSource's consolidated first-quarter 2006 operating earnings (non-GAAP) were $41 6.1 million, compared to $427.7 million for the same 
period in 2005. Refer to Schedule 2 for the i t e m  included in 2006 and 2005 GAAP operating income but excluded from operating earriings. 

Operating eaiiiings for NiSource's business segments for the quarter ended March 3 1, 2006 are discussed below. 

Gas Distribution Operntioiis reported operatirig earnings of $2.5 1.3 million versus operating earnings of $266.3 nullion in the first quarter of 
2005. The decrease in operating earnings was priniarily due to continued declines in customer usage, which is more apparent after excluding 
the effect of regulatory trackers, as discussed below. Residential volume declines of approximately 7 MMDth reduced operating earnings by 
approximately $1 1 million. Partially offsetting the usage decline were customer additions that contributed approximately $2.0 million of 
incremental net revenues. 

Operating expenses, excluding the impact of regulatory trackers discussed below, were essentially flat with the comparable period last year 

Comparability of Gas Distribution Operations line item operating results was impacted by regulatory trackers that allow for the recovery in 
rates of certain costs such as bad debt expenses. Increases in the expenses that are the subject of trackers result in a coxesponding increase in 
net revenues and have essentially no impact on total operatiiig earnings results. Approximately $23.2 million of the increase in operation and 
maintenance expenses was offset by a corresponding increase to net revenues reflecting recovery of certain costs. 

Gas Transinissioti aiid Storage Operatiom reported operating earnings of $1 1 1.7 million versus operating earnings of $109.5 million in the 
first quarter of 200.5. The increase resulted from higher net revenues due to increased subscriptions for demaiid services and sales of shorter- 
teiin transportation and storage services. Seasonal price fluctuations in the national energy market created opportunities for customers to utilize 
existing short-term tariff services. Operating expenses were essentially flat with the comparable period last year. 

Electric Operntions repoi-te? operating eainings of $7 I .2 million versus operating earnings of $66.6 million from the comparable period last 
year. Increases in net revenues from environmental trackers, customer growth, industrial usage, and lower revenue credits were partially offset 
by unrecoverable MIS0 costs, which began in April 2005. Operating expenses were $1.0 nillion lower than a year ago due primarily to lower 
employee and administrative expenses. 

Other Operations reported an operating earnings loss of $1 1.7 million in the first quarter of 2006, versus an operating earnings loss of 
$7.8 million in the first quarter of 2005. The $3.9 million increase in the operating earnings loss primarily resulted from costs associated with 
scheduled maintenance at the Whiting Clean Energy facility partially offset by lower uncollectible accounts due to the settlement of Eixon 
bankruptcy claims. 

-more- 

http : //ir . nisource I codEdgarD et ail. c fin?CompanyID=NI&CIK= 1 1 1 1 7 1 1 &FID=9 5 0 1 3 7 - 06-5 3 3 5 &SID=O . . . 3 /3 0/20 0 7 



NISOURCE INC/DE (Forrn: 8-K, Received: 05/03/2006 17:30:38) Page 12 of 25 

NiSource reports first-quarter earnings and progress on growth strategy 
Page 7 

Corporate reported an operating earnings loss of $6.4 million versus an operating earnings loss of $6.9 million in the comparable 2005 period. 
The decreased loss was primarily the result of lower employee and administrative expenses. 

Other Items 
Interest expense decreased by $8.2 million due to refinancing of $2.4 billion in long-term debt at lower rates during 2005. Other, net expense of 
$3.4 million increased from the other net expense of $0.5 million in the first quarter of 2005 due primarily to increased costs associated with 
factoring of accounts receivable. Higher fees, due to higher interest rates, and increased levels of accounts receivable balances resulted in the 
higher expenses. 

About NiSource 
NiSource Inc. (NYSE: NI), based in Merrillville, Ind., is a Fortune 500 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3 "8 million customers located 
within the high-demand energy corridor stretching from the Gulf Coast through the Midwest to New England. Information about NiSource and 
its subsidiaries is available via the Internet at www.nisource.com . 
Forward-Lookin? Statements 
This news release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 2 1E of the Securities Exchange Act of 1934, as amended. Those Statements include statements regarding the intent, belief or current 
expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it can 
give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially fioin those indicated by such 
forward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource's businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource's outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and conmiodity market conditions; and counter-party credit risk. 

### 
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NiSource Inc. 
Consolidated Net Operating Earnings (Non - GAAP) 

Three Months Ended March31, ( i j r  / d k m s ,  except per share amounts) 
Net Revenues 

2006 2005 

Gas Distribution $2,037.7 $1,820.9 
Gas Transportation and Storage 320.6 328.9 
Electric 305.7 282.6 
Other 348.3 243.5 
Gross Revenues 3,012.3 2,675.9 
Cost of Sales 1,991.7 1,670.3 

Total Net Revenues 1,020.6 1,005.6 
Operating Expenses 

Operation and maintenance 364.6 339.7 
Depreciation and amortization 136.9 13.5.1 

Total Operating Expenses 604.5 577.9 
Operating Earnings - - 

Other taxes 103.0 103.1 

416.1 427.7 
Other Income (Deductions) 

Interest expense, net (95.8) (1 04.0) 
Dividend requirements on preferred stock of subsidiaries (1.0) (1.1) 
Other, net (3.4) (0.5) 

Operating Earnings From Continuing Operations Before Income Taxes 315.9 322.1 
Total Other Income (Deductions) (100.2) (105.6) 

Income Taxes 112.3 119.7 
Net Operating Earnings from Continuing Operations 203.6 202.4 
GAAP Adjustment _, .- (31.8) 6.3 
GAAP Income from Continuing Operations $ 171.8 $ 208.7 

0.75 0.75 
-- 
Basic Net Operating Earnings Per Share - I 

0.63 0.77 GAAP Basic Earnings Per Share ._I_ 

Basic Average Common Shares Outstanding (millions) 272.3 270.3 
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NiSource Inc. 
Segment Operating Earnings (Non-GAAP) 

Gas Distribution Operations 
Time Months Ended March 3 I ,  (in viil/iom) 2006 2005 
Net Revenues 

Sales Revenues $2,056.7 $1,83 1.9 
Less: Cost of gas sold 1,624.2 1,4 19.2 
Net Sales Revenues 432.5 4 12.7 
Transportation Revenues 165.6 176.8 

598.1 589.5 

Operation and maintenance 220.8 198.7 
Depreciation and amortization 57.3 55.8 
Other taxes 68.7 68.7 

346.8 323.2 
Operating Earnings $ 251.3 $ 266.3 
GAAP Adjustment (45.3) 8.6 

------ Net Revenues 
Operating Expenses 

Total Operating Expenses -I_-- 

GAAP Operating Income $ 206.0 $ 274.9 

Gas Transmission and Storage Operations 

Net Revenues 
Three Months Ended March? 1 ,  ( i n  millions) 2006 2005 

Transportation revenues $ 184.2 $ 178.4 

Other revenues I_ - 3.0 6.1 
Total Revenues 231.6 229.7 

5.4 5.5 Less: Cost of gas sold 
Net Revenues 226.2 224.2 
Operating Expenses 

Operation and maintenance 70.9 71.4 
Depreciation and amortization 28.7 28.1 

Storage revenues 44.4 4.5.2 
I_--.--- 

_ _ _ ~ -  

Operating Earnings $ 111.7 $ 109.5 
GAAP Adiustment (1.4) - 

GAAP Operating Income $ 110.3 $ 109.5 
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NiSource Inc. 
Segment Operating Earnings (Non-GAAP) (continued) 

Electric Operations 

Net Revenues 
Three Months Ended March3 I ,  (in millions) 2006 2005 

Sales revenues $ 308.8 $ 283.9 
Less: Cost of sales 11 7.3 96.0 

Net Revenues 191.5 187.9 
Operating Expenses 

Operation and maintenance 59.3 61.1 

Other taxes 14.9 14.7 

Operating Eaiiiings $ 71.2 $ 66.6 

GAAP Operating Income $ 68.1 $ 65.4 

Depreciation and amortization 46.1 45.5 

Total Operating Expenses 120.3 121.3 

GAAP Adjustment -- (3.1) (1.2) 

Other Operations (includes assets held for sale) 
T h e e  Months Ended March 3 1 ,  ( i n  nirllrons) 
Net Revenues 

2006 2005 
_I_ 

Products and services revenue $ 341.7 $ 229.5 
Less: Cost of products purchased 336.1 224.1 

5.6 5.4 

Operation and maintenance 12.2 8.5 
Depreciation and amortization 3.0 2 9  
Othei taxes 2.1 1.8 

Total Opeiating Expenses 17.3 13.2 
Operating Earnings (Loss) $ (11.7) $ (7.8) 

2.5 2.6 
GAAP Operating Loss $ (9.2) $ (5.2) 

-_1__ 

Net Revenues 
Operating Expenses 

GAAP Adjustment - -- 

Corporate 
Three Months Ended March 3 1 , (in ndlfons) 2006 2005 

Operating Earnings (Loss) $ (6.4) $ (6.9) 
GAAP AdJustnient (0.3) __ 

GAAP Operating Loss $ (6.7) $ (6.9) 
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NiSource Inc. 
Segment Volumes and Statistical Data (Non-GAAP) 

Gas Distribution Operations 

T h e e  Months Ended Maich31, 2006 2005 

Sales and Transportation (MMDth) 
Residential sales 91.5 109.1 

Industrial sales 6.6 7 8  
Transpoitation 152.4 174.7 
Off System Sales 10.8 7.1 
Other 0.3 0.4 

294.9 338.6 
Weather Adjustment 26.7 (4.0) 
Sales and Transportation Volumes - Excluding Weather 321.6 334.6 

Commercial sales 33.3 39.5 

Total - 

Heating Degree Days 
Normal Heating Degree Days 
YU Colder (Warmer) than Normal 

2,273 2,673 
2,625 2,627 

(13%) 2% 

Customers 
Residential 2,448,796 2,382,114 
Commercial 213,199 21 5,719 
Industrial 5,193 5,740 
Transportation 698,951 749,83 1 
Other 59 61 

Total 3,366,198 3,353,465 

Gas Transmission and Storage Operations 

Three Months Ended March31, ___ 
Throughput (MMDth) 
Columbia Transniission 

Columbia Gulf 

2006 2005 

Market Area 328.5 395.6 

Mainline 161.6 138.7 
Short-haul 16.6 18.2 

Columbia Pipeline Deep Water 2.9 3.5 
Crossroads Gas Pipeline 11.0 12.0 
Granite State Pipeline 11.6 13.9 
Intrasegnient eliminations (156.3) (138.6) 
Total 375.9 443.3 
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NiSource Inc. 
Segment Volumes and Statistical Data (continued) 

(Non-GAAP) 

Electric Operations 

Three Months Ended March31, 2006 2005 
Sales (Gigawatt Hours) 

Residential 761.1 767.0 
Commercial 894.0 894.2 
Industrial 2,437.4 2,328.3 
Wholesale 152.1 161.2 
Other 28.6 32.6 

Total 4.273.2 4.183.3 
Weather Adjustment 28.9 (1.7) 
Sales Volumes - Excluding Weather impacts 4,302.1 4,181.6 

Electric Customers 
Residential 
Commercial 
Industrial 
Wholesale 

395,653 392,527 
51,313 50,485 
2,521 2,53 I 

8 28 
762 766 

450,257 446,337 
I-_. 

Other 
-- Total 
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NiSource Inc. 
Schedule 1 - Reconciliation of Net Operating Earnings to GAAP 

2006 2005 Thee Months Ended March3 1, ( i n  nnllions, except per share amounts) 
Net Operating Earnings from Continuing Operations $ 203.6 $ 202.4 
Items excluded from operating earnings: 

- 

Net Revenues: 
Weather - compaied to noma1 (39.5) 8.7 

(1.3) Gas costs and other changes __. 

Operating Expenses: 
- Restructuring, transition and consulting charges (outsourcing initiative) (8.3) 

Insurance iecoveries, legal and reserve changes - 2.1 
Asset impairment (2.5) 

Total items excluded from operating earnings (47.6) 10.0 
15.8 (3.7) 

- 
2.7 0.5 Gain on sales of assets -- 

Tax effect of above items and other income tax adjustments 

Reported Income from Continuing Operations "- GAAP $ 171.8 $ 208.7 

272.3 270.3 
..-- 

Basic Average Common Shares Outstanding (millions) -- 

0.75 0.75 

GAAP Basic Earnings Per Share 0.63 0.77 

Basic Net Operating Earnings Per Share ($) 
Items excluded from operating earnings (after-tax) (0.12) 0.02 

-. 
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NiSource Inc. 
Schedule 2 - Quarterly Adjustments by Segment from Operating Earnings to GAAP 

Quarter Ended March 31,2006 (in millions) 

Gas Transmission 
Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 

Net Revenues: 
Weather (compared to nonnal) 
Total Impact - Net Revenues 

Operating Expenses: 
Operation and Maintenance Expenses- 
Restructuring, transition and consulting 

charges (outsourcing initiative) 

Asset Impailment 

Gain on Sale of Assets 
Total Impact - Operating Expenses 

Total Impact - Operatirig Iticome 
(Loss) 

Operating Income (Loss) - GAAP 

251.3 111.7 71.2 (11.7) (6.4) $ 416.1 

$ (37.6) $ ___ $ (1.9) $ - -  $ -  $ (39.5) 
(37.6) - (1.9) - - (39.5) 

$ (45.3) $ (1.4) $ (3.1) $ 2.5 $ (0.3) $ (47.6) 

$ 206.0 $ 110.3 $ 68.1 $ (9.2) $ (6.7) $ 368.5 

Quarter Ended March 31,2005 (in millions) 

Gas Transmission 
Distribution and Storage Electric Other Corporate Total 

Operating Earnings (Loss) 266.3 109.5 66.6 (7.8) (6.9) $ 427.7 

Net Revenues: 
Weather (compared to noimal) $ 8.6 $ - $ 0.1 $ - -  $ -  $ 8.7 

- (1.3) 
7.4 

Gas costs and other changes - __ (1.3) __ 

Total Impact - Net Revenues 8.6 - - __ (1.2) 

Operating Expenses: 
Operation and Maintenance Expenses- 
Insurance recoveries, legal and other 

reserves __ 2" 1 2.1 

0.5 
2.6 

- -- 0.5 Gain 011 Sale of Assets - - __ 

Total Impact - Operating Expenses - - - 2.6 __. 

Total Impact - Operating Income $ 8.6 $ - $ (1.2) $ 2.6 $ -  $ 10.0 

Operating Income (Loss) - GAAP $ 274.9 $ 109.5 $ 65.4 $ (5.2) $ (6.9) $ 437.7 
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NiSource Inc. 
Income Statement (GAAP) 

( unaudited) 

Three Months Ended March31, (i,r n d h i s ,  except per share amounts) 2006 - 2005 

Net Revenues 
Gas Distribution $1,998.2 $1,828.3 
Gas Transportation and Storage 320.6 328.9 
Electric 305.7 282.6 
Other 348.3 243.5 
Gross Revenues 2,972.8 2,683.3 
Cost of Sales 1,991.7 1,670.3 

Total Net Revenues 981.1 1,013.0 
Operating Expenses 

Operation and maintenance 372.9 337.6 
Depreciation and amortization 136.9 13.5.1 
Impairment and gain on sale of assets (0.2) (0.5) 

Total Operating Expenses 612.6 575.3 

Operating Income I 

Other taxes 103.0 103.1 

368.5 437.7 - 
Other Income (Deductions) 

Interest expense, net (95.8) (1 04.0) 
Dividend requirements on preferred stock of subsidiaries (1.0) (1.1) 
Other, net (3.4) (0.5) 

Total Other Income (Deductions) (100.2) (105.6) 
Income From Continuing Operations Before Income Taxes 268.3 332.1 

96.5 123.4 
Income from Continuing Operations - 171.8 208.7 
Income Taxes - 

L.oss from Discontinued Operations - net of taxes (0.3) (2.2) 
Gain (L,oss) on Disposition of Discontinued Operations - net of taxes 1.0 (0.2) 

- Change in Accounting - net of taxes 
Net Income $ 172.9 $ 206.3 

0.4 

Basic Earnings (Loss) Per Share ($) 
Continuing operations 0.63 0.77 

__ (0.01) 
Basic Earnings Per Share 0.63 0.76 

Discontinued operations - 

Diluted Earnings (Loss) Per Share ($) 
Continuing operations 0.63 0.77 

0.63 0.76 

Dividends Declared Per Common Share ($) 0.23 0.23 

- (0.01) Discontinued operations ~ . "  ~ - -  
Diluted Earnings Per Share - 

Basic Average Common Shares Outstanding (millions) 272.3 270.3 
Diluted Average Common Shares (millions) 273.1 272.1 
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NiSource Inc. 
Consolidated Balance Sheets 

( unaudited ) 

December 3 I ,  
(in iiiillions) 2006 2005 

March 31, 

ASSETS 
Property, Plant and Equipment 

Utility Plant $16,745.9 $ 16,684.4 
Accumulated depreciation and amortization - (7,63 7.2) (7,5 56.8) 
Net utility plant 9,108.7 9,127.6 
Other property, at cost, less accumulated depreciation 388.5 ___ 426.7 

"_ 

- 9,497.2 9,554.3 Net Property, Plant and Equipment 
_I- 

Investments and Other Assets 
Assets of discontinued operations and assets held for sale 49.7 34.6 
IJnconsolidated affiliates 72.5 75.0 
Other investments 101.4 114.2 

Total Investments 223.6 223.8 

Current Assets 
Cash and cash equivalents 83.4 69.4 
Restricted cash 57.9 33.9 
Accounts receivable (less reserve of $75.8 and $67.9, respectively) 1,161.8 1,254.6 
Gas inventory 165.0 526.9 
IJndeiiecovered gas and fuel costs 190.8 421.8 
Materials and supplies, at average cost 73.7 72.0 
Electric production fuel, at average cost 44.8 24.9 
Price risk management assets 136.6 183.1 
Exchange gas receivable 516.7 169.8 
Regulatory assets 213.1 195.0 

99.3 109.3 
Total Current Assets _I 2,743.1 3,060.7 
-- Prepayments and other I_ - 

Other Assets 
Price risk management assets 137.7 192.9 
Regulatory assets 611.6 586.3 
Goodwill 3,677.3 3,677.3 
Intangible assets 492.7 495.8 
Deferred charges and other 178.4 167.4 

___ 5,097.7 5,119.7 
Total Assets $1 7,561.6 $ 17,958.5 
Total Other Assets - 

littp://ir.nisource.corn/EdgarDetail.cfm?CompanyID=NI&CII~=l1117 1 1 &FID=950 137-06-5335&SID=O. I I 3/30/2007 



NISOURCE INC/DE (Form: 8-K, Received: 05/03/2006 17:30:38) Page 22 of 25 

Page 17 of 19 

NiSource Inc. 
Consolidated Balance Sheets (continued) 

( unaudited ) 

March 31, December 3 1. 
( i i i  tt~iiiioiis, except slinre nnrounts) 2006 2005 

CAPITALIZATION AND LIABILITIES 
Capitalization 
Common stock equity 

Common stock - $0.01 par value, 400,000,000 shares authorized; 272,636,673 and 272,622,905 shares 
issued and outstanding, respectively $ 2.7 $ 2.7 

Additional paid-in-capital 3,970.6 3,969.4 
Retained earnings 1,029.1 98 1.6 
Accumulated other comprehensive loss and other coinmon stock equity 

Total common stock equity 4,924.5 4,933.0 
Preferred stocks-Series without mandatory redemption provisions 81.1 81.1 
Long-tem debt, excluding amounts due within one year 5,229.6 5,27 1.2 
Total Capitalization --. 10,235.2 10,285.3 

(77.9) (20.7) 

Current Liabilities 
Current portion of long-teim debt 
Short-term borrowings 
Accounts payable 
Dividends declared on common and preferred stocks 
Customer deposits 
Taxes accrued 
Interest accrued 
Oveirecovered gas and fuel costs 
Price risk management liabilities 
Exchange gas payable 
Cuirent deferred revenue 
Regulatory liabilities 
Acciued liability for postretirement and pension benefits 

442.7 
379.2 
538.7 

63.8 
104.6 
381.0 
105.3 
114.6 
85.7 

660.1 
35.1 
37.3 
61.1 

440.7 
898.0 
866.7 

1.1 
101.9 
217.5 

86.2 
25.8 
72.3 

425.2 
51.3 
46.3 
61.1 

Other accruals 499.5 549.1 
Total Cuirent Liabilities 3,508.7 3,843.2 

Other Liabilities and Deferred Credits 
Price risk management liabilities 
Deferred income taxes 
Deferred investment tax credits 
Deferred credits 
Noncurrent deferred revenue 
Accrued liability for postretirement and pension benefits 
Regulatory liabilities and other removal costs 
Asset retirement obligations 

46.9 
1,542.7 

67.9 
83.4 
50.7 

501.2 
1,224.9 

121.6 

22.2 
,591.9 

69.9 
81.1 
60.4 

51 1.0 
,196.2 
119.8 
177.5 Other noncurrent liabilities 178.4 

Total Other 3,817.7 3,830.0 
Commitments and Contingencies - - 

Total Capitalization and Liabilities $17,561.6 $ 17,958.5 

e-=-”-- 
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NiSource Inc. 
Other Information 

( unaudited ) 

March 31, December 3 1, 
(in nirllioris, acepi sIiare nrnounts) 2006 2005 

Total Common Stock Equity S 4,924.5 $ 4,933.0 

Shares Outstanding (thousands) 272,637 212,623 

Book Value of Conmon Shares $ 18.06 $ 18.09 
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NiSource Ine. 
Consolidated Statements of Cash Flows ( ziiznzidited ) 

2006 2005 j 
Operating Activities 

Net income $ 172.9 $ 206.3 
Adjustments to reconcile net income to net cash from continuing operations: 

Depreciation and amortization 136.9 13.5.1 

Deferred income taxes and investment tax credits (40.5) (29.8) 

Stock compensation expense 1.3 1.5 
Gain on sale of assets 
Loss on impairment of assets 

Net changes in price risk management assets and liabilities 10.2 (3 1.2) 

Deferred revenue (26.0) (8.6) 

(0.5) 

Cumulative effect of change in accounting principle, net of taxes 
Income from unconsolidated affiliates (1.0) (2.0) 
Loss (gain) on sale of discontinued operations (1.0) 0.2 
L,oss from discontinued operations 0.3 2.2 

Other adjustments (1.6) 0.2 

Accounts receivable and unbilled revenue 11 0.2 0.1 

__ 
(2.7) 
2.5 

(0.4) __ 

Amortization of discount'premium on debt 2.0 4.8 

Changes in assets and liabilities: 

Inventories 442.1 615.5 
Accounts payable (340.6) (14 1.4) 
Customer deposits 2.7 3.1 
Taxes accrued 151.6 218.0 
Interest accrued 19.1 61.7 
(Under) Overrecovered gas and fuel costs 319.7 139.4 
Exchange gas receivable/payable (126.0) (80.7) 
Other accruals (80.1) (102.9) 
Prepayments and other current assets 9.9 11.4 

Postretirement and postemployment benefits (6.0) 8.9 
Deferred credits 2.3 (10.7) 
Deferred charges and other noncurrent assets ( 5 4  1.4 

Regulatory assets/liabilities (19.1) (4.1) 

Other noncurrent liabilities (7.3) (2.6) 
Net Operating Activities from Continuing Operations 726.2 995.3 
Net Operating Activities from Discontinued Operations 0.1 0.1 
Net Cash Flows from Operating Activities 726.3 99.5.4 

Proceeds from disposition of assets 3.9 5.8 

Other investing activities 14.0 (1 1.9) 

Issuance of long-term debt 0.1 
Retirement of long-term debt (0.5) (0.3) 

Acquisition of treasury stock (5.9) (1.4) 

Investing Activities 
Capital expenditures ( 1 2 1.6) (1 04.1 ) 

Restricted cash (21.8) 26.2 

Net Cash Flows used for Investing Activities (125.5) (84.0) 
Financing Activities 

__ 

Change in short-term debt (518.8) (3 07.6) 
Issuance of common stock 1.0 18.7 

Dividends paid - common shares (62.7) (62.3) 
Net Cash Flows used for Financing Activities (586.8) (352.9) 
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Increase in cash and cash equivalents 14.0 558.5 
Cash and cash equivalents at beginning of year 69.4 29.5 
Cash and cash equivalents at end of period $ 85.4 $ 588.0 

Supplemental Disclosures of Cash Flow Information 
Cash paid for interest $ 76.3 $ 36.4 
Interest capitalized 1.6 (0.2) 
Cash paid (refunded) for income taxes 4.2 (25.3) 
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ITEM 7,O 1. REGULATI.O.N.FD DlZLmm 
On April 6, 2006, Glen Kettering, the Company’s Senior Vice President, Corporate Affairs, will be making a presentatioii at the Midwest 
IJtility Seminar. Attached as Exhibit 99.1 to this Report on Form 8-K is a copy of the materials to be used by Mr. Kettering as part of his 
presentation. Investors may access a webcast of Mr. Kettering’s presentation, as well as a copy of the attached exhibit at the Company’s 
website (www.nisource.com). 

The attached presentation includes foiward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, 
and Section 21E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or 
current expectations of NiSource and its management. Although NiSource believes that its expectations are based on reasonable assumptions, it 
can give no assurance that its goals will be achieved. Readers are cautioned that the forward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially froin those indicated by such 
forward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth opportunities for NiSource’s businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource’s outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and commodity market conditions; and counter-party credit risk. 

NiSource does not have, and expressly disclaims, any obligation to release publicly any updates or any changes in NiSource’s expectations or 
any changes in events, conditions or circumstances on which any forward-looking statement is based. 

ITEM 9.0 1. FINANCBL STATEMENTS-AND EXHIBITS 

(c) Exhibits 

E Y h l b l t  
Numbei Description 

99“ 1 Information to be presented at the Midwest Utility Seminar on April 06, 2006. 
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SIGNATURES 

Pursuant to the requirenieiits of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 

Date: April 06, 2006 

(Registrant) 

By: - Is/ Jeffrey W. Grossman 
Jeffrev W. Grossman 

Vice President and Controller 
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EXHIBIT INDEX 

Ex hi bit 
N U  mber Desciiption 

99" 1 Information to be presented at the Midwest Utility Seminar on April 06, 2006. 
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EXHIBIT 99.1 
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Forward-Looking Statement 

This presentation includes forward-loo king statements within the meaning of Section 
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities 

nges in general economic, 
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NiSource Today 
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Balanced Portfolio 
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Gas Distribution Operations 
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Electric Operations 
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Other Opera t i~n~  
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Transmission and Storage Operations 
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NiSource Business Focus 
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Regulatory and Commercial Initiatives 
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Bay State Gas Received Approval for a $11 .I 
Million Rate Increase 
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Financial Management 

11 
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Financial Management 
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Process and Expense Management 
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Pipeline Expansion and Commercial Growth 
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Pipeline Expansion and Commercial Growth 
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Delaware 
(State or Other 
Jurisdiction of 
Incorporation) 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 8-WA 
Amendment No. 1 

CURRIINT REPORT 
PURSUANT TO SECTION 13 OR 1S(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): Februaiy 17, 2006 

NISOURCE INC. 
(Exact Name of Registrant as Specified in Charter) 

00 1- 161 89 
(Commission File 

Number) 

35-2108964 
(IRS Employer 

Identification No.) 

801 East 86th Avenue, 
Merrillville, Indiana 46410 

(Address and Telephone Number 
of Principal Executive Offices) 

(877) 647-5990 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions: 

0 

0 

0 

0 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

Pre-conmencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c)) 
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ITEM 5.02. DEPARTURE OF DIRECTORS OR PRINCIPAL OFFICERS; ELECTION OF DIRECTORS, APPOINTMENT OF 
Pm-CIPAL OFFICERS. 

This amendment to the Cuirent Repoit on Form 8-K of NiSource Inc. (the “Company”) filed on Februaiy 23, 2006 is being filed to ieport that 
Mi Petei McCausland, previously announced as being appointed to the Company’s board of directors, was appointed on March 28,2006 as a 
meinbei of the following committees of the board of directors: Corporate Governance, Officei Nomination and Compensation aiid 
Enviioiunental, Health and Safety. 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: March 28, 2006 By: Is/ Gaiy W. Pottorff 
Gary W. Pottorff 

Coiporate Secretaiy 
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Delaware 
(State or Other 
Jurisdiction of 
Incorporation) 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): March 7, 2006 

NISOIJRCE INC. 
(Exact Name of Registrant as Specified in Charter) 

001- 161 89 
(Commission File Number) 

801 East 86th Avenue, 
Merrillville, Indiana 46410 

(Address arid Telephone Number 
of Principal Executive Offices) 

(877) 647-5990 

35-2108964 
(IRS Employer 

Identification No.) 

Check the appropriate box below if the Foim 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions: 

13 

CI 

13 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.42.5) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

Pre-conmencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

Pre-conunencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c)) 
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ITEM 1.01, 

Effective March 7,2006, the Officer Nomination and compensation Committee of the NiSource Inc. (the “Company”) Boaid of Directors 
approved the financial goals for the 2006 NiSource Inc. Corporate Incentive Plan. The measure used to determine the funding of an incentive 
pool will be earnings per share from net operating earnings for the year ended December 31,2006, after accounting for the cost of the incentive 
pool and assuming normal weather as reflected in the Company’s 2006 financial plan. 

ENTRY INTO A MATERTAL DEFINITIVE AGREEMENT 
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http://ir.nisource.com/EdgarDetail.cfn??CompanyID=NI&CIK=llll7ll


NISOURCE INC/DE (Form: 8-K, Received: 03/13/2006 15:02:35) Page 4 of 4 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authoiized. 

NiSource Inc. 
(Registrant) 

Is/ Jeffrey W. Grossman 
Jeffrey W. Grossman 

Vice President and Controller 

-- Date: March 13,2006 By: 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-I( 
CURRENT REPORT 

PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): February 17,2006 

NISOURCE INC. 
(Exact Name of Registrant as Specified in Charter) 

Delaware - 001-161 89 35-2 108964 
(State or Other (Commission File (IRS Employer 
Jurisdiction of Number) Identification No.) 
Incorporation) 

801 East 86th Avenue, 
Merrillville, Indiana 464 10 

(877) 647-5990 

(Address and Telephone Number 
of Principal Executive Offices) 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
the following provisions: 

El Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

0 Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

0 Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

0 Pre-conunencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c)) 
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ITEM 1 .O 1 .  ENTRY INTO A MATERIAL. DEFMTIVE.AGXEE-lENT 

At a meeting of the NiSource Inc. (the “Company”) board of directors on February 17, 2006, the board of directors, upon the reconmiendation 
of the Company’s Corporate Governance Committee (the “Governance Committee”), approved an Amended and Restated NiSource Inc. 
Directors’ Charitable Gift Program (the “Program”), which freezes eligibility in the Program such that no director elected on or after 
February 17, 2006 is eligible to participate in the Program. Under the Program, the Company makes a donation to one or more eligible tax- 
exempt organizations as designated by each eligible director. Organizations eligible to receive a gift under the program include charitable 
oigaiiizations and accredited IJnited States institutions of higher learning. Individual directors derive no financial benefit from the program, as 
all deductions relating to the charitable donations accrue solely to the Company. A director’s private foundation is not eligible to receive 
donations under the program. 

A copy of the Amended and Restated NiSource Inc. Directors’ Charitable Gift Program is attached to this Current Report as exhibit 10.1 and is 
incorporated by reference into this Item 1.01. 

ITEM 5.02. DEPARTURE OF DIRECTORS OR PRINCIPAL OFFICERS; ELECTION OF DIRECTORS; APPOINTMENT OF 
PRINCIPAL OFFICERS. 

As disclosed in the Company’s Current Report on Form 8-K filed 011 August 26, 2005, Mr. John W. Thompson resigned from the board of 
directors effective as of August 24, 2005. Mr. Thompson’s term as a director was to expire at the annual meeting of stockholders of the 
Company in 2008. At a meeting of the board of directors on February 17, 2006, the Company’s board of directors, upon the recommendation of 
the Company’s Governance Committee, appointed Mr. Peter McCausland to fill the vacancy created by Mr. Thompson’s resignation. The 
board of directors has not yet determined the board committees on which Mr. McCausland will serve. 

Mr. McCausland, age 56, is the Chairman and Chief Executive Officer of Airgas, Inc., a distributor of industrial, medical and specialty gases, 
welding equipment and safety supplies, a position he has held since 1987. In addition, Mr. McCausland holds in excess of 10% of the 
outstanding stock of Airgas, Inc. The Company and its subsidiaries use certain of the products sold by Airgas, Inc. in their business operations 
from time to time and purchase such products from Airgas, Inc. in the ordinary course of business. In 200.5, the Company’s total purchases of 
products from Airgas, Inc. were approximately $428,904. 

A copy of the pi’ess release announcing the appointment of Mr. McCausland and including additional information regarding his background 
and experience is attached hereto as exhibit 99.1. 

1.TEM 9.0 1 .  FINANCIAL STATEMENTS AND EXHIBITS 

(d) Exhibits 

Exhibit 
Numbei -- Description 

10.1 Amended and Restated NiSource Inc. Directors’ Charitable Gift Program 

99.1 Press Release, dated February 22, 2006 
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SIGN A-TUE S 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

NiSource Inc. 
(Registrant) 

Date: Februaiy 23, 2006 By: Is/  Jeffrey W. Grossman 
Jeffrey W. Grossmari 

Vice President and Controller 
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EXHIBIT INDEX 

Exhibit 
Nuinbei -- - Desa iption 

l__ll 

10.1 Amended and Restated NiSource Inc. Directors' Charitable Gift Program 

99" 1 Press Release, dated February 22, 2006 
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Exhibit 10.1 

NISOIJRCE INC. 
DIRECTORS’ CHARITABLE GIFT PROGRAM 

PURPOSE OF THE PROGRAM 

TJnder the NiSource Inc. Directors’ Charitable Gift Program ( Program ), NiSource Inc. ( Company ) will make a donation on behalf of 
each eligible Director, in the Director’s name, to the eligible tax-exempt organization(s) ( Donee(s) ) selected by the Director. The 
purpose of the Program is to acknowledge the service of the Company’s Directors, to recognize the interest of the Company and its 
Directors in supporting worthy charitable organizations and institutions of higher leaining and to enhance the Company’s ability to 
continue to a#-act and retain highly qualified individuals to serve as Directors. 

ELJGIBILITY 

All persons serving as Directors of the Company as of February 16, 2006, other than Directors who are current or fornier employees of 
the Conipany or any of its subsidiaries, shall be eligible to participate in the Program. All Directors who join the Company’s Board of 
Directors after that date shall not be eligible to participate in the Program. 

DONATION AMOUNT 

While serving as a Director, the donation amount for a Director will be determined based on the Director’s completed years of Board 
seivice, in accordance with the following schedule. 

Completed Years Cumulative 
of Seivice Donations 

L.ess than 5 $0 
5-9 $125,000 

10 or more $250,000 

Notwithstanding this schedule, a Director who has completed at least five years of service will be treated as having served for 10 or more 
years if he or she terminates Board service as a result of death, disability or mandatory retirement. 

RECOMMENDATION OF DONATION 

At any time after a Director becomes eligible to participate in the Program, he or she niay make a written recommendation to the 
Company, on a form provided by the Company for this purpose, designating the Donee(s) which he or she reconmends as the 
recipient(s) of the Company donation to be made on his or her behalf. A Director may revise or revoke any such recommendation prior to 
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payment of the donation by signing a new recommendation form and submitting it to the Company. Each eligible Director may choose 
one Donee or several Donees to receive a Company donation, provided that each Donee must be recommended to receive a donation of at 
least $25,000. 

5. DONEES 

To be eligible to receive a donation, a recommended organization must be a charitable organization or an accredited IJnited States 
institution of higher learning and such charitable organization or institution of higher learning must initially, and at the time a donation is 
to be made, qualify to receive tax-deductible donations under the Internal Revenue Code. An organization or institution will be approved 
unless it is determined, in the exercise of good faith judgment, that a donation to the organization or institution would be detrimental to 
the best interests of the Company. A Director’s private foundation is not eligible to receive donations under the Program. 

6. TIMING OF DONATION 

Each donation made on a Director’s behalf will be made by the Company as soon as is practicable after the Company receives the 
Director’s recommendation, the Director completes the requisite number of years of service, and the Company confirms the eligibility of 
the Donee, or at such later date as the Director may specify. 

7. FUNDING AND PROGRAM ASSETS 

The Company currently intends not to fund the Program. However, if in the future the Company elects to fund the Program in any 
maimer, neither the Directors nor their recommended Donee(s) shall have any rights or interests in any assets of the Company identified 
for such purpose. Nothing contained in the Program shall create, or be deemed to create, a trust, actual or constructive, for the benefit of a 
Director or any Donee iecomniended by a Director to receive a donation, or shall give, or be deemed to give, any Director or 
recoinniended Donee any interest in any assets of the Program or the Company. 

8. AMENDMENT OR TERMINATION 

The Board of Directors of the Company, may at any time, without the consent of the Directors participating or eligible to participate in 
the Program, amend, suspend or terminate the Program. 

9. ADMINISTRATION 

The Program shall be administered by the officers of the NiSource Charitable Foundation or any other employees of the Company or its 
subsidiaries designated 

littp://ir.nisource.corn/Edgar~etail.cfin?CompanyID=NI&CIK=l111711&FID=950137-06-2 156&SID=O ... 3/30/2007 
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by the Chairman of the Company ( Committee ). The Committee shall have plenary authority in its discretion, but subject to the 
piovisions of the Program, to prescribe, amend and rescind rules, regulations and procedures relating to the Program. The determinations 
of the Conlrnittee on the foregoing matters shall be conclusive and binding on all interested parties. 

GOVERNING LAW 

The Program shall be construed, enforced and administered according to the laws of the State of Indiana, other than the conflicts of law 
provisions thereof. 

EFFECTIVE DATE 

The effective date of the amended and restated Program is January 27, 2006. The recommendation of any individual Director will be 
effective when he or she completes and submits to the Committee a written recommendation on the form provided for that purpose. 

SUPERSEDES PREVIOUS PROGRAM 

The terms of this Program supersede the terms of a similar program that was adopted in 1994 by a predecessor to the Company 
( Previous Program ), Donations made by the Company’s predecessor on behalf of a particular Director under the Previous Program 
shall count against that Director’s cumulative donations under section 3 of this Program. 

l i t t p : / / i r . n i s o u r c e . c o m / E d g a r D e t a i l . c f m ? C a m p l 1 1 1 7  1 1&FID=950137-06-21S6&SID=O ... 3/30/2007 
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N E W S  
FOR IMMEDIATE RELEASE 
Febiuary 22,2006 

FOR ADDITIONAL INFORMATION 
Media 
Kris Falzone 
Vice President, Corporate Communications 

klfalzone@nisource.c_om 
(2 19) 647-5.58 1 

Caiol Chuichill 
Dnector, Corporate Communications 

cchuchdl@nlsouice.com 
(888) 696-0481 

Exhibit 99.1 

Investors 
Randy Hulen 
Director, Investor Relations 
(219) 647-5688 
rhulen@nisource.com 

Rae Kozlowski 
Manager, Investor Relations 

ekozlowski@,nisource.com 
( 2  19) 647-6083 

NiSource elects Peter McCausland to Board of Directors 

MERRIL.L,VIL,LE, Ind. - The Board of Directors of NiSource Inc. (NYSEr NI) has elected Peter McCausland, Chairman and Chief Executive 
Officer of Airgas, Inc., to the NiSource Board. 

“The NiSource board is honored to have Peter McCausland join our ranks,” said Gary L. Neale, Chairman of the Board. “Peter’s knowledge of 
industry, his understanding of financing and the law, and his success in building a business from the ground up complement the experiences of 
our other independent board members very well.” 

Airgas, Inc. (NYSE: ARG) is the laigest distributor of industrial, medical and specialty gases and welding equipment and one of the largest 
distributors of safety supplies in the United States. McCausland founded Airgas, Inc. in 1982 and has been the chaiiman and CEO since 1987. 
Before starting the firm, he served as general counsel for MG Industries, Inc., an industrial gas producer. He also was a partner in the law firm 
of McCausland, Keen and Buckman, which specialized in mergers, acquisitions and financings. 

McCausland’s term on the NiSource board is scheduled to expire on the date of the 2008 Annual Meeting of Stockholders. He fills a vacancy 
on the board. 

-more- 

littp://ir.iiisource.coi~EdgarDetail.cfm?CompanyID=NI&CIK=l l l 171 l&FID=950137-06-2156&SID=O ... 3/30/2007 
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About NiSource 
NiSource Inc. (NYSE: NI), based in Merrillville, Ind., is a Fortune 500 company engaged in natural gas transmission, storage and distribution, 
as well as electric generation, transmission and distribution. NiSource operating companies deliver energy to 3.8 million customers located 
within the high demand energy corridor stretching from the Gulf Coast through the Midwest to New England. Infomation about NiSource and 
its subsidiaries is available via the Internet at htt*://www.nisource.com . 
Forward-Lookine Statements 
This news release includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 21E of the Securities Exchange Act of 1934, as amended. Those statements include statements regarding the intent, belief or current 
expectations of NiSource Inc. and its management. Although NiSaurce believes that its expectations are based on reasonable assumptions, it 
can give no assurance that its goals will be achieved. Readers are cautioned that the foiward-looking statements in this presentation are not 
guarantees of future performance and involve a number of risks and uncertainties, and that actual results could differ materially from those 
indicated by such forward-looking statements. Important factors that could cause actual results to differ materially from those indicated by such 
forward-looking statements include, but are not limited to, the following: weather; fluctuations in supply and demand for energy commodities; 
growth oppoitunities for NiSource’s businesses; increased competition in deregulated energy markets; the success of regulatory and 
commercial initiatives; dealings with third parties over whom NiSource has no control; the effectiveness of NiSource’s outsourcing initiative; 
actual operating experience of NiSource assets; the regulatory process; regulatory and legislative changes; changes in general economic, capital 
and commodity market conditions; and counter-party credit risk. 

### 

littp://ir.nisource.com/EdgarDetail.cfm?CompanyID=NI&CI~=llll7ll &FID=950137-06-2 156&SID=O ... 3/30/2007 
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B E F O m  THE PUBLJC SERVICE COMMISSION 

INFORMATION REQUESTED BY THE PUBLJC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

CASE NO. 2000-129 

From the Order at Page 25: 

CKY to file service outage reports. 

Response: 

See attached Service Outage Report for 2006 
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BEFORE THE PUBLIC SERVICE COMMISSION 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

CASE NO. 2000-129 

From the Order at B-5: 

A report that identifies professional personnel transferred from Columbia of Kentucky to 
Columbia Energy, NiSource, or any of the non-utility subsidiaries. Included should be a 
brief description of the duties performed while employed by Columbia of Kentucky and 
those to be performed subsequent to the transfer. This report will also include the years 
of service at Columbia of Kentucky and the salaries of professional employees 
transferred from Columbia of Kentucky to Columbia Energy, NiSource, or its 
subsidiaries. 

Response: 

No professional employees have transferred from Columbia of Kentucky to Columbia 
Energy, NiSource or any of the non-utility subsidiaries. 



BEFORE THE PUBLIC SERVICE COMMISSION 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

CASE NO. 2000-129 

From the Order at A-6: 

NiSource will provide a report to the PSC detailing CEG’s and CKY’s proportionate 
shares of NiSource’s total assets, total operating revenues, operating and maintenance 
expenses, and number of employees. 

Response: 

This information is duplicated in part by NiSowce’s Annual Report on Foim U5S. The 
USS contains consolidating financial statements from which proportionate shares of total 
assets, total operating expenses, and O&M expenses can be determined. Information 
regarding number of employees is not duplicated and is therefore attached. 



Columbia Energy Group and Columbia of Kentucky 
Proportionate Shares 
For the Quarter Ended Decemeber 31,2006 

Gross Revenue 

Operating & 
Maintenance 
Expenses 

Employees 

Columbia of Kentucky Columbia Energy Consolidated NiSource Inc. 

S 167,702 2.24% $ 3,685.144 49% $ 7,490,079 100% 

$ 26,615 192% $ 803.019 58% s 1,389.477 100% 

130 1.75% 3,334 45% 7,439 100% 



BEFORE THE PUBLIC SERVICE COMMISSION 

INFORMATION REQUESTED BY THE PIJBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

CASE NO. 2000-129 

From the Order at B-5: 

Annual balance sheets and income statements of any non-consolidated subsidiary of CEG 
or NiSource. 

Response: 

See Attached. 



Hardy Storage Company, LLC 
Statement of Income - Unaudited 

For the Month Ended December 31,2006 

December - YTD 

Revenue: 
Transportation 
Storage 

Trackers & Other Items Not Affecting Income 

Total Service Revenue 

OGDR 8 ACA 

Gains on Disposition of Property 
Partnership Earnings 
Other .. Other Operating Revenue 

Total Operating Revenue 

Expenses: 

Gas Supply 
Loss on Disposition of Property 
Operation & Maintenance 
Tracker Expense 
Depreciation 
Taxes Other Than Income 

Total Operating Expenses 

Operating Income 

Other Income: 

Interest Income on Excess Cash 
Interest Income on WGLlHampshire Discount 
AFUDC - Equity (41910000) 
AFUDC - Equity Tax Gross-up (40744000) 
Total Other Income 
AFUDC - Debt 
Less Other Interest Expense 

Earnings Before Interest & Taxes (EBIT) 

Interest Expense 

Income Before Income Taxes 

Income Taxes: -- 
State Income Taxes: 

Current 
Deferred 

Federal Income Taxes: 
Current 
Deferred 

$ - $  

6,216.14 9,642.97 

6 2 1  6.14 9,642.97 
(312,357.69) (559,922.42) 

-. 

318,573.83 569,565.39 

400,242.65 762,759.97 

(81,668.82) (193,194.58) 

(7,350.00) (17,387.00) 

(26,011.00) (61,532.00) 

Total Income Taxes 

Net Income 

(33,361 .00) (78,919.00) 

$ (48,307.82) (1 14,275.58) 



Hardy Storage Company, LLC 
Balance Sheet - Unaudited 

As of October 31.2006 and December 31.2006 

October, 2006 December, 2006 Difference 

Property, Plant & Equipment 
Project Expenditures 
Less Accumulated Depreciation 

Net Property, Plant & Equipment 

Current Assets 
Cash 
Accounts Receivable Detail: 

TCO 
Piedmont 
McJunkin Appalachian 
Chesapeake 
Hampshire GasMlGL 

Total Accounts Receivable 
Deferred Income Taxes 
Regulatory Assets 
Other Current Assets 

Total Current Assets 

Other Assets 
Regulatory Asset - AFUDC Equity (18230000) 
Cash distributions of deferred income tax benefits 
Hampshire GasMlGL 
Unamortized Debt Expense 

Total Other Assets 

Total Assets 

Liabilities and Partners' Ewi& 

Columbia Hardy's Equity - Capital Contribution 
Columbia Hardy's Equity - Income Tax Credit 
Columbia Hardy's Equity - Distribution 
Piedmont Hardy's Equity - Capital Contribution 
Piedmont Hardy's Equity - Income Tax Credit 
Piedmont Hardy's Equity -Distribution 

Columbia Hardy's Portion Retained Earnings 
Piedmont Hardy's Portion Retained Earnings 

Total Partnership Equity 

Total Retained Earnings 
Total Partners' Equity 
Long Term Debt 

Total Capitalization 

Short Term Debt 

Liabilities: 

Current Liabilities 
Accounts Payable 
Estimated Rate Refunds 
Accrued Taxes 
Accrued Interest 
Regulatory Liabilities 
Estimated Supplier Obligations 
Other 

Total Current Liabilities 

Noncurrent Liabilities & Deferred Credits 
Deferred Income Taxes 
Regulatory Liabilities 
Investment Tax Credits 
PostRetire Benefits other than Pensions 
Deferred Credits 

Total Capitalization & Liabilities 

$ 83,602,308 16 $ 98,649.738 75 $ 15,047,430 59 

83.602.308.16 98,649.738.75 15,047,430.59 

1,536,020 88 294,735 31 ( 124 1,285 57) 

2,217 16 2,217 16 
900,000 00 900,000 00 

993,738 00 993,738 00 
995,955 16 1,895,955 16 900,000 00 

10.275.461.67 (10,275,461.67) 

12,807.437.7 1 2,190,690.47 (10,616,747 24) 

934,879.00 934,879 00 

993,738 00 993,738 00 
2,663,517.99 2.679.747.64 16.229.65 

$ 4,592,134.99 $ 4,608,364.64 $ 16,229.65 

101,001,880.86 105,448,793.86 4,446,913.00 

$ 2s.s6i,oooao $ 
(29.058 50) 

(29,961,000 00) 
29,961,000 00 

(29.058 50) 
(29,961,000 00) 

(58.1 17 00) 
634,768 22 
634,768 22 

1,269,536 44 
1,21 1,4 19 44 

56,995,661 70 

29,961,000 00 $ 
(68,518 00) 

(29,961,000 00) 
29,961,000 00 

(68.518 00) 
(29,961,000 00) 

(137,036 00) 
577,630 43 
577,630 43 

1,155,260 86 
1,018,224 86 

8 1,495,195.28 

(39,459 50) 

(39,459 50) 

(78,919 00) 
(57,137 79) 
(57,137 79) 

(1 14,275 58) 
(193,194 58) 

24,499,533.58 

58,207,08 1.14 82,513,420.14 24,306,339.00 

8,125,519 14 (8,125,519 14) 

$ 31,423,630 01 $ 19,612,776 07 $ (11,810.853 94) 

323,29557 400,242.65 76,947.08 

31,746.925.58 20,013,018.72 (1 1,733,906.86) 

934.879 00 934,879 00 

1,987.476.00 1,987,476.00 

$ 101,001,880.86 $ 105,448,793.86 $ 4,446,913.00 



Cliicngo Souitisliore Xnilrontl 
XNC#ME STATEMENT' 

For the Motrtlr Ettrlitig December 31, 2006 

P m T O  DATE . -- 7 
Pr Yr Yar Ctrrr Oitd~cf Brit@/ Ynr Prior Year 

IT 
AClIlNI 

RAILIYAY OPERATING REVENUES: 

Revenues 1,468,995 1,499,180 (30,185) 1,535,105 (66,110) 
Other Freight Services 28,O I8 46,000 (1 7,983) 60,s / 5  (32,498) 
Swilcliing, Allownnces &Refund (33,478) - (3,334) (30,144) ".._ (82,283) 48,805 

RAIL WAY OPERATIffG EXPENSES: 

(176) 

Mainteniice of Way 149,208 143,414 (5,795) 144,658 (4,550) 

(28) (38,655) 
Ways & Structures 148 27,108 26,960 
Equipment 149,423 113;848 (35,574) 1 10,767 
Transportntion 413,406 407,626 (5,779) 53 1,415 118,010 

General & Administrntion 300,664 262,503 (38,161) 429,383 128,719 
Depreciation 74,998 51,956 (23,042) 48,159 ,~ (26,839) 

OTHER INCOME: 
Other Income 78,704 44.060 34,644 62,794 15,910 

OTHER EXPENSE: 

Interest Expense 127,046 62,104 (64,942) 89,543 (37,503) 
Franchise Rigii:s Fee Paid NICTD 91,897 104,167 12,270 93,662 1,765 

INET INCOME 211,643 413,180 (201,538) 124,730 86,912J 

Pre-Audit Final 
1 



Cltkiip SoutIisJzore Rdrond 
BALANCE SHEET 

For the Twelve Month Ending Decenzber 31, 2006 

ASSETS 

CURRENT ASSETS: 

Cash &Cash Equivalents 

Accounts Receivable: 

Trade 2,346,202 
Foreign Line 1,288,299 
Others 81,872 

3,716,373 
Less Allowance For Doubtful Accounts (10,000) 

Net Accounts Receivable 

Prepaid Expenses 

Materials & Supplies 

Other Current Assets 

Total Current Assets 

PROPERTY, PLANT & EQUIPMENT 
Less Accumulated Depreciation 

Net Plant, Property &Equipment 

7,278,663 

3,706,373 

356,894 

302,903 

0 

11,644,834 

25,860,298 
(9,661,075) 

16,199,223 

OTI-ER ASSETS 0 

ORGANIZATIONAL EXPENSES 0 

Pre- Audit Final 

i 



CURRENT LIABILITIES: 
Current Portion o f  LT Debt 

Accounts Payable: 
Trade 
Foreign Lines 
Others 
Total Accounts Payable 

Accrued Expenses: 
Interest 
Compensation 
Payroll Taxes 
Other Taxes 
NICTD 
Other 

Total Accrued Expenses 

Other Current Liabilities 

Total Current Liabilities 

LT DEBT, NET OF CURRENT 

Cliiciigo Soul fishore Roifrond 
BALANCE SHEET 

For the Twelve Moiztlrs Ending Decenzber 31, 2006 

LIABILITIES & P A R W R S '  EQUITY 

OTHER LIABTLITIES & RESERVES 
TOTAL L,IABI.LITIES 

3 72,962 
3,109,715 

133,452 

0 
402,877 
25,684 

208,715 
1 1,987 

322,408 

1,780,964 

3,616,129 

971,672 

511 

6,369,276 

14,273J 87 

156,145 
20,798,808 

PARTNEiRS' EQUITY: 
500,000 Common Units 

RETAINED EARNINGS-PRIOR 60,642,960 
Distributions - Preferred (480,000) 

Distributions .. For Taxes (29,493,890) 
RETAINED EARNINGS-CURRENT YEAR 6,246,593 

Distributions - Common (30,370,4 15) 

Total Partners' Equity 7,045,249 

TOTAL LMILITIES & PARThTRS' EQUITY 27,844,056 

Pre-Audit Final 



Illinois Indiana Development Go. 
Income Statement 

For the Twelve Months Ending December 31,2006 

Current Period Year to Date 
% of Total % of Total 

Actual Revenue Actual Revenue 

Operating Revenue 

Miscellaneous Revenue 
Trackage Right Fees 5,270.40 100.0% 248,803.20 100.0% 

Total Miscellaneous Revenue 5.270.40 100.0% 248,803.20 100.0% 
____-___I_, -__-.. ....... I----....".. 

-- - 

Total Operating Revenue 5,270 40 100.0% 248,80320 100.0% 

Operating Expenses 

Corporate Overhead 
Professional Services 

Audit &Tax Fees 300.00 5.7% 3,730.00 1.5% 
APCl 1,000.00 19.0% 12,000.00 4.8% __--- ~--- -------I -I--..-. ---- ----- - 

x . Total PIofesslonal ServicesL7 . - 1;30G.00. 24.7% 15:730.013 - 6.3% - 

Other Overhead Costs 
Insurance Premiums (31,565.68) (598.9%) 3,436.32 1.4% 
Miscellaneous 3,665.34 69.5% 39,062.01 15.7% 
Property Taxes 39,600.00 751.4% 67,650.00 27.2% _--___-- ------ - -- I 

Total Other Overhead Costs 11,699.66 222.0% 1 10,148.33 44.3% 

__-_-- -_.-I- -l---.l-l-.. ---- 
Total Corporate Overhead 12,999.66 246.7% 125,878.33 50.6% 

Depreciation & Amortization 
Depreciation Exp - Freight Track 5,271.10 100.0% 63,253,20 25.4% 
Depreclallon Exp - Misc Structures 2,403.64 45.6% 28,843.68 11.6% 
Amortization Exp - Loan Origination Fee 65.84 1.2% 790.08 0.3% 

Total Depreciation & Amortization 

Income From Railway Operations 

Other Income & Expenses 
Property Rents 
Pole, Wire & Other Easements 
Interest Income 
Interest Expense - Bank 

Total Other Income & Expenses 

income Before Income Tax 

Net Income (Loss) 

_I--- ..... . ------....---- -.-.1-1-- 

(15,469.84) (293.5%) 30,037.91 12.1% 

(23,381 50) (443.6%) (266,578.00) (107.1%) 
(14,838.02) (281.5%) (720,085.94) (48.3%) 

1,138.05 21.6% 14,690.17 5.9% 

(42,978.47) (815.5%) (402,707.09) (161.9%) 

(5,897.00) (1 11.9%) (30,733.32) (12.4%) 

__-- __--- _----_------ --_--..--.- 

Printed: 01/19/07 



Illinois Indiana Development Co. 
Balance Sheet 

For the Twelve Months Ending December 31, 2006 

Assets 

Current Assets 

Cash & Cash Equivalents 
Cash In Bank-LaSalle Checking 190,915.04 
LaSalle Bank - Savings 1,519,690.82 

L__________I-L---"~-"---- 

Total Cash & Cash Equivalents 1,710,605.86 

Other Receivables 
Accrued Recelvables 107,458.55 

Total Other Receivables 

Total Accounts Receivable 

Net Account Receivables 

107,458.55 

Other Current Assets - . -~  38,000.00 . - -~ - . _, 
- " "  - Other Current Assets -- -I 

___I-_"_c"_-_-.-------- 

Total Other Current Assets 38,000.00 

Total Current Assets 

Fixed Assets 
Land - Nonoperating 
Track 
Miscellaneous Structures 

Total Fixed Assets 

Accumulated Depreciation 
Accurn Depr - Misc. Structure 
Accum Depr - Track 

Total Accumulated Depreciation 

Total Property, Plant & Equipment 

Asset 
Loan Origionation Fees 

Total Intangible Assets 

Accumulated Amortization 
Accum Amort - Loan Origionation Fees 

Total Accumulated Amortization 

Net Intangible Assets 

1,856,064.41 

Property, Plant and Equipment 

1,600,995.09 
? ,212,323.9 1 

576,872.57 
______L"-r"-.--------- 

3,390,191.57 

3,036,357,93 

Intangible Assets 

5,530.50 

5,530.50 

Total Assets 4,895,516.76 
-------....------- 
_----I--------- 



Illinois Indiana Development Co. 
Balance Sheet 

For the Twelve Months Ending December 31,2006 

Liabilities & Stockholders Equity 

Current Liabilities 

Current Portion of L.ong Term Debt 
Short Term Bank Debt 54,287.41 

__-__"--------"-IL"-"-~- 

Total Current Portion of Long Term Debt 54,287.4 I 

Accrued Expenses 
Other Accrued Expenses 

Accrued Payables 
Customer Deposits 
Accrued Professional Fees 
Accrued Property Tax 

Total Other Accrued Expenses " .  - _ _  , " .< -n-  

Total Accrued Expenses 

Total Current L.iabilities 

216.97 
49,600.42 
2,805.00 

42,564.81 
-^-- .......-.. 

95,1a7.20 / _ _ _ .  .. " , . . ".. 

95,187.20 

1 49,474.6 I 
-I---------___________ 

Long Term Debt Net of Current Portion 
Long Term Bank Debt 174,500.03 

Total Long Term Debt 

Total Liabilities 

Partners' Contribution - JOF 
Partners' Contribution South Shore 
Distributions - JOF 
Distributions - South Shore 
Retained Earnings 
Current Year Net Income 

Total Stockholders' Equity 

174,500.03 

323,974.64 

Stockholders' Equity 
1,268,166.00 
1,902,249.00 

(97,600.00) 
(146,400.00) 
1,212,382.12 

432,745.00 

4,571,542.12 
------------"-_--"-"______ 

- . -_( -  
- r _  

Z'O %l 

d o  5% 



Illinois Indiana Development Go. 
Statement of Cash Flows 

For the Twelve Months Ending December 31 , 2006 

CP YTD 

Operating Activities: 
Net Income (Loss) 
Adjustments : 

Depreciation Expense 

Changes In Assets & Liabilities 
Change in Accounts Receivable 
Change in Prepaid Expenses 
Change in Other Assets 
Change in Accrued Expenses 

'Total Adjustments 

Net Cash Provided from Operating Activities _-- _. _II 

Distributions - JOF 
Distributions - SouthShore 
Long Term Debt 

Net Cash Used - Financing Activities 

Net Increase in Cash 

Cash & Eqtiivalents - Beginning of MonthNear 

Cash & Equivalents - End of Year 

27,508.63 432,745.00 

7,740.58 92,886.96 

0.00 
0.00 (103,200.00) 

(4,317.35) (50,289.84) 

(4,317.35) (222,289.84) 

12,228.43 332,006.35 

(68,800.00)) I 7 7  000 , o 3  

..I___-- "I ---.. I..._ ----_ "l"-.l --_.----._ ~ ._-----_____ 







_ _  . . . - - - 
.. . . .. . -... - - 

YEAR TO DATE 

ACTUAL 

ASSETS I 2006 2005 I VARIANCE 
7,117 67,623 CASH IN BANK - SAVINGS ACCOUNT 

0 0 0 ,INTERCOMPANY 

0 0 0 RETENTIOW 
0 0 0 RIR TRADE 

0 0 MISC. TRADE 

- 0 0 0 A/R - CROSSMAN 
69,247 INVENTORY WIP 4,370,885 4,30 1,638 

0 0 0 LOT COST 
.LAND/AMOCO 8 SD 

0 91,746 (91,746) -HURON HOUSE 

HURON HOUSE LAND 01 27,000 (27.000) 
11,666 

8,096 1. 0 ,SIGNS 
(6,290) (7222 

0 7 12,099 (1 12,099)- ,CAHOKIA HOUSE 
0 (1 0,901) 'T0,901 
0 0 0 SOUTH BELMONT HOUSE 
0 0 0 ,ACCUM DEPRECXLMONT HQUSE 

0 SD POOL 236.41 0 236,410 
ACCUM DEPREC - SD POOL (55,055) (34,280) (20,775) 0 =POOL HOUSE 185,541 , 785.541 

SD TENNIS COURT 

74,742 
"-- 

-- 0 __c__ 

! - 
0 0 ,  0 

O J  (1 1 , 666) ACCUM OEP REG-HURON HOUSE 

_ACCUM DEPREC -SIGNS 

ACCUM DEPREC-CAHOKIA HOUSE 

- 

- 

I 
ACCUM DEPREC - SD POOL HSE ~ 1 112.49211 (7,735) (4,757) 

*SO WEIGHT EQUIP-WORKOUT RM t 2,344 0 2,344 

27,690 I 27,690 0 
1 

(6.449) (401 6) (2,433) ACCUM DEPREC - TENNIS CRT 

UNDEVELOPED LAND 3,808,083 4,419,154 (61 1,071) 
DEVELOPED LAND HELD FOR SALE - 1,121,101 663,999 4 57,101 
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BEFORE THE PUBLIC-SERVICE COMMISSION OF KENTUCKY 
CASE NO. 2000-129 

INFORMATION REQTJESTED BY THE PUBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

From the Order at page 25, Item 14: 

Columbia Gas of Kentucky’s current 3-year capital and O&M budgets, including an 
explanation for any reductions in a budget item greater than 10 percent. 

Response: 

Columbia Gas of Kentucky does not prepare 3 year budgets. Budgets are prepared for 
one year only. 

The 2007 O&M budget is $27,735,048 which is an increase of 5.3 percent from the 2006 
budget of $26,335,000. 

The 2007 Capital budget is $12,403,000 which is an increase of almost 38 percent from 
the 2006 budget of $9,OOO,OOO. The increased budget is due to Columbia’s program for 
accelerated replacement of unprotected steel and cast iron mains and other related 
infrastructure facilities. 



BEFORE THE PUBLIC-SERVICE COMMISSION OF KENTUCKY 
CASE NO. 2000-129 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
IN ORDER DATED JUNE 30,2000 

From the Order at page 25, Item 13: 

Columbia of Kentucky should report armually its economic development activities and its 
actual expenditures for economic development activities and civic and charitable 
activities: 

Response: 

2006 economic development expenditures: 

$21,360 

2006 civic and charitable activities expenditures: 

$ 318,015 
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